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MAINTENANCE OF THE MOBILIZATION BASE 


WEDNESDAY, JULY 20, 1955 


UNITED STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, dD. C. 
The Select Committee on Small Business met, pursuant to notice, 
at 10:10 o’clock, a. m., in room 457, Senate Office Building, Senator 


John Sparkman (chairman) presiding. 


Present: Senators Sparkman, Morse, Thye, Duff, Goldwater and 
Kuchel. 

Also present: Walter B. Stults, staff director; Robert A. Forsythe, 
chief counsel. 

The CHarrMan. Let the committee come to order. 

I had been waiting in the hope that Senator Thye would be able to 
be present, but he has been detained and will be here within a few 
minutes, I hope. And other members, I hope, will come in later. 

This is a public hearing of the Senate Small Business Committee 
for the purpose of seeking added information about mobilization 
planning, the procurement policies of the Department of Defense, 
and the position of small business in these two areas of activity. 

Congress has spelled out its intent in various laws that small busi- 
ness shall receive a proportionate and just share of Government 
contracts: During World War II and, again, in the Korean fighting, 
small suppliers and manufacturers were called upon to participate as 
partners in the all-out production and preparedness efforts. This 
past experience and performance record have convinced us that small 
business is a key part of the success of any program of mobilization 
and production. The current concern of this committee is that small 
business be given every consideration in the planning for future 
mobilization purposes. 

Within the next week, our committee will submit its annual report 
on military procurement! to the Senate. This report will summarize 
the hearings held by our Military Procurement Subcommittee over 
the last several months and will also present our recommendations 
for changes in policies and practices designed to increase small- 
business participation in Government procurement. Today’s hear- 
ing, and any report? we submit on it, will supplement the general 
report due before the Senate adjourns. 

We have called Dr. Arthur Flemming, Director, Office of Defense 
Mobilization, to present information about current policies and regu- 
lations which his office has formulated during the past year. Specifi- 
cally, the committee is interested in De fense Mobilization Order 
VII-7 issued on August 25, 1954, and amendments Nos. 1 and 2 to 
that order. This order sets up the guidelines for the selection and 
the maintenance of the mobilization base. 


1S. Rept. 1274, Military Procurement, 1955, July 30, 1955. 
2S. Rept. 1272, Maintenance of the Mobilization Base, July 30, 1955. 
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Mr. Thomas P. Pike, Assistant Secretary of Defense will discuss 
Department of Defense Directive 3005.3, which was issued on Decem- 
ber 7, 1954. This directive was written as an implementation of the 
Defense mobilization order. We are also grateful to the procurement 
secretaries of the three armed services for being present today to ex- 
plain what steps they have taken to implement Directive 3005.3. 

While the subject directive sounded good on first reading, and 
while the Department of Defense stated that it was designed only to 
establish a sound mobilization base, members of the Senate Small 
Business Committee questioned some aspects of the new policy as soon 
as it was made public. I want to compliment Senator Thye, who was 
then serving as chairman of the committee, for his promptness in 
asking those questions of Secretary of Defense Charles E. Wilson. 

After I became chairman earlier this year, I continued the same 
line of inquiry, since I felt then and still feel that it is dangerous to 
shape and pronounce broad policies without adequately considering 
the interests of the small businesses of the Nation. I might mention 
that Assistant Secretary Pike has admitted that the Small Business 
Administration was never consulted at any time during the preparation 
of Defense Department Directive 3005.3. Senator Thye and I both 
feel that that was a great mistake. 

The committee would like to find out what companies are presently 
considered to be in the category of planned suppliers within the terms 
of the directive and whether small firms are included. There has 
been considerable discussion to the effect that the directive deals with 
a list of planned items and is not directly concerned with the com- 
panies who manufacture the items. The committee would like to 
know what types of items are contemplated under the terms of the 
directive. 

The Senate Small Business Committee realizes the importance of a 
well-planned mobilization and procurement program. At the same 
time, however, we strongly believe that the highly efficient and com- 
petent small producer must play an important part in such a program. 
We hope that the testimony we hear today will show that small firms 
are not only wanted in this programing but that every concerted effort 
is being made by ODM and the Department of Defense to include 
them in current mobilization and procurement plans. 

Our first witness this morning will be Dr. Flemming. 

Let me say just a word about our procedure, provided it is agreeable 
to the other members of the committee and to those who are to partici- 
pate in the discussion. My thought was that we would have a state- 
ment from Dr. Flemming, submit questions to him, and then following 
that, we would ask the representatives of the various branches of the 
service to come around the table at the same time, each one to present 
his own statement, and then have general questioning directed to all of 
them. 

If it is agreeable, that is the procedure we shall follow. 

Dr. Flemming, we are glad to have vou with us. You may proceed 
as you see fit. 


rs 


OR GEC Se RCE 2 


. 
' 
| 








MAINTENANCE OF THE MOBILIZATION BASE 3 


STATEMENT OF HON. ARTHUR S. FLEMMING, DIRECTOR, OFFICE 
OF DEFENSE MOBILIZATION; ACCOMPANIED BY CHARLES 
KENDALL, GENERAL COUNSEL 


Mr. Fiemminc. Mr. Chairman and members of the committee, I 
am happy to have the opportunity of discussing with this committee 
the Maintenance of the Mobilization Base Order—more familiarly 
known as DMO VII-7.* 

As you have indicated, this order was issued on August 25, 1954, to 
give guidance to the Department of Defense, the Atomic Energy Com- 
mission and the Maritime Administration of the Department of Com- 
merce as to the methods of keeping facilities, machine tools, production 
equipment and, to the extent possible, a nucleus of skilled workers, in 
a state of readiness which will meet our minimum wartime mobiliza- 
tion needs. 

To implement this order the agencies referred to are required to do 
the following: 

To use current procurement to the greatest extent possible to main- 
tain facilities essential to the mobilization base 

To provide, upon the expiration of current procurement contracts, 
adequate maintenance of Government-owned facilities in standby 
status and of Government-owned tools and production equipment in 
privately owned facilities, either in standby status within the plants, 
or in storage at the facility where they could be used in a mobilization, 
or in central storage. 

To arrange with management, wherever possible, to keep a group 
of key managers, engineers, and skilled workers familiar with the items 
planned for mobilization production. 

To determine the gaps which exist in Government-owned packages 
of tools and production equipment needed to produce mobilization re- 
quirements and, within the limits of available funds, plan the procure- 
ment of such tools and equipment. 

The order also provides that the Department of Defense shall do its 
initial planning for those items found in the Department of Defense 
Preferential Planning List. This is a list of less than 1,000 weapons 
and parts of weapons essential for retaliation and survival in war. 

It is my understanding that Assistant Secretary of Defense Pike 
will comment in more detail on this list later in this hearing. 

One section of the August 25, 1954, order ‘ reads as follows: 

Data assembled on essential mobilization suppliers by the industrial mobiliza- 
tion planning of these agencies shall be used in planning current procurement. 
The policy of using contractors and facilities essential to the mobilization base is 
considered to be in the best interest of the Government. Suppliers that are 
deemed to be a part of the mobilization base normally will be invited to participate 
in appropriate current procurement. The general policy in cases where suppliers 
who are a part of the mobilization base are unable to compete successfully on a 
bid basis shall be to reexamine the mobilization base to determine if the capacity 
of the base can be maintained without the inclusion of high-cost producers. 

After the policy had been in effect for a short period of time it 
became clear that the last sentence of the section I have just read 
was being interpreted to mean that there were no overriding considera- 
tions related to the maintenance of the mobilization base that would 


3 See appendix 1, p. 52. 
4 Defense Mobilization Order VII-7, dated August 25, 1954. 
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justify awarding, on a negotiated basis, current procurement contracts 
to firms other than those submitting the lowest price. 

On November 23, 1954, therefore, I amended the August 25, 1954, 
order by deleting this last sentence of the section from the order. 

In issuing the amendment we also released a statement ® to the 
press in which we said that 
the effect of this deletion is to make clear that there may be a deviation from the 
policy of awarding current procurement to the low bidder whenever this is the 
most feasible means of maintaining a sound mobilization base. 

At the same time I further amended the order to provide for the 
submission of periodic reports on steps taken under the order. 

On December 7, 1954, Secretary of Defense Wilson issued Order 
No. 3005.3 *— 
to integrate Department of Defense procurement policy with industrial mobiliza- 
tion plans in order to maintain a sound mobilization base. 

In January and early in February of 1955 the three services issued 
orders designed in turn to implement the Secretary’s order.® 

I recognize that the primary concern of this committee is the impact 
of an order of this kind in the area of small business. 

{ understand that some concern has been expressed over the effect 
on small business of the amendment to the order that recognized the 
possibility of deviation from the policy of awarding current procure- 
ment to the firm submitting the best price whenever such action would 
contribute to the maintenance of a sound mobilization base. 

First of all, I know of nothing in the order, and nothing has been 
called to my attention, that is in conflict with the announced policy 
of the Congress relative to fair and equitable treatment for small 
business or that is in conflict with any of the steps taken by procure- 
ment agencies to carry out the policy of the Congress. 

Second, I believe that the amendment that gives procurement 
agencies authority to ignore the best price in the interest of maintain- 
ing the mobilization base should operate to the advantage of small 
business. 

The amendment makes it possible to award a negotiated contract 
to a firm other than one that submitted the best price when to do so 
would help to provide for additional manufacturing sources for 
important military items, to provide for geographic dispersal of these 
sources, and to avoid undue concentration of contracts in a few 
lee ading suppliers. 

Giving procurement agencies the authority to ignore the best price 
in the interest of achieving these objectives w ill certainly mean, in 
some instances, that small businesses will be awarded the contracts 
since the desire to achieve these objectives will offset those higher 
costs which at times small-business firms must include in their pro- 
posals because they cannot absorb them as readily as larger concerns. 

In compliance with the provisions of the order the Department of 
Defense submitted a report to us for the period ending March 31, 1955. 

In view of the fact that the directives of the three services had been 
in effect for such a short period of time this report did not provide us 
with information sufficient for the purpose of evaluating the effects of 
the order. 

5 See appendix 1 (b), p. 54. 
® See appendix 1 (c), p. 55. 


7 See appendix 2, p. 55. 
§ See appendixes 5, 6, 6 (a), and 7, beginning p. 60. 
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The report which will be submitted by the Department of Defense 
for the period ending June 30, 1955, as well as the reports of the 
Atomic Energy Commission and the Maritime Administration for the 
same period, will provide us with the first real opportunity to evaluate 
the effects of the order. 

I am requesting the Office of Defense Mobilization Facilities Main 
tenance Board, made up of representatives of the Department of 
Defense and each of the three services, the Department of Commerce, 
the Atomic Energy Commission, and the General Services Admin- 
istration, to analyze the reports. In making this analysis | am asking 
them to indicate whether, in their judgment, the policy is being carried 
out in such a manner as to achieve our overall objective, namely, the 
maintenance of a sound mobilization base; and whether, in our efforts 
to achieve this objective, it is in conflict with any other established 
objectives such as fair and equitable treatment for small business in 
connection with the placement of defense contracts. 

If this Board finds that we are not achieving the objectives of the 
order or that our efforts to achieve them are interfering with the 
achievement of other objectives, I will ask for recommendations for 
changes in the order. 

After receiving this report I am going to ask Mr. Harold Vance, who 
has been my special consultant on production matters, to review it 
for me. I will then place the whole matter betore the Defense Mobil- 
ization Board (which is made up of several Cabinet members and rep- 
resentatives of the various agencies) for consideration and for the 
purpose of receiving from the members of that Board any recommen- 
dations they desire to make. 

I will be very glad to make available to this committee the results of 
this evaluation as well as of subsequent evaluations as they are made 
at the end of each quarter. 

Also, I can assure the members of the committee that I will appreci- 
ate having called to my attention any matters relating to the opera- 
tion of this order which, in vour judgment, are interfering with the 
declared objectives of the Congress in the field of small business. I will 
welcome such action on your part and will give such matters very 
careful consideration. 

The CHarrmMan. Thank you, Dr. Flemming. Do you wish to ask 
any questions, Senator Thye? 

Senator Tuysr. I have no questions at this time, since I came in ¢ 
few minutes late, and I am just reading the forepart of the statement. 

The CHarrMAN. Senator Duff? 

Senator Durr. I do not know that I have any questions, but | 
would like to make this observation. To me one of the disturbing 
aspects of the American economy is the tendency to bring under the 
umbrella the tremendous financial aggregations of so many businesses. 
So 1 think we have the very extraordinary responsibility of seeing, 
that as a result of those consolidations and so on, that we do not 
destroy the initiative that has come from small enterprises in this 
country over the years. And I think that this committee is doing its 
best to emphasize that. And I think it is so important, that it cannot 
be overemphasized. 

The CHarrmMan. Thank you. 

Dr. Flemming, do you have any comment on that statement just 
made by Senator Duff? 

66007—55——2 
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Mr. FLemminec. I would be in complete agreement with him—I am 
in complete agreement with him, with that observation. 

The CHarrMan. Thank you. 

Senator Kuchel, do you have any questions? 

Senator Kuchel. No, no questions now, thank you. 

The CHarrman. Mr. Forsythe, our committee counsel, has some 
questions. 

Mr. Forsyrue. Dr. Flemming, just a few questions on the general 
intent and purpose of the reading of your order of August 25, 1954. 

In paragraph No. | on page 1, we read the terminology, “to meet 
the minimum wartime mobilization needs.” 

Does your agency have any published document or opinion as to 
what those minimum needs are in a time such as we are in? 

Mr. Fiemmine. Mr. Forsythe, of course, various parts of our total 
program are constantly dealing with that problem. For example, in 
connection with the responsibility that we have in the stockpiling of 
strategic and critical materials, as you know, we work against stated 
objectives. Those objectives are designed to indicate what our mini- 
mum wartime mobilization needs would be. 

In connection with the granting of certificates of necessity for tax- 
amortization programs, we work against expansion goals. At the 
present time there are about 84 of those goals in operation. And they 
in turn are intended to reflect our minimum wartime mobilization 
needs. 

In developing stockpile objectives, and developing expansion goals, 
of course, we lean very heavily on the military requirements that are 
furnished by the Department of Defense, and then such delegating 
agencies as the Department of Commerce, the Department of the 
Interior, the Defense Transportation Administration, the Interstate 
Commerce Commission which provide us with information relative to 
defense or war-supporting requirements, as well as the requirements 
of a rockbottom civilian economy. 

I think I have stated to this committee, as I have to other com- 
mittees, that I feel that we have received excellent cooperation from 
the Department of Defense in. connection with the presentation of 
military requirements. The Department is now in the process of 
developing new requirements, information based on new strategic 
concepts. That information will become available to us some time 
the latter part of the fall. We will then use it, of course, for the 
purpose of combining it with the war-supporting or defe ‘nse-support- 
ing, the needs of a rockbottom civilian economy, balancing it over 
against supply. And in that way once again rethink our objectives 
in all areas. 

Mr. Forsyrue. I gather, then, from your comments now, together 
with the phrase that I read, in relating them to what we call current 
procurement requirements that your intention and your purpose is 
that this directive be used strictly on a minimum consideration in 
current procurement, and that you would not consider that this direc- 
tive of yours, nor the implementing directives of the Department of 
Defense and other agencies should be used in a widespread fashion in 
current procurement, and that it is what it says, in the first paragraph, 
strictly a minimum program, so far as our current needs and require- 
ments are concerned? 

Mr. Fiemminea. Mr. Forsythe, of course, I think I should make 
this observation: Our minimum wartime requirements, obviously, 
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would be much greater than our current requirements. I mean the 
current procurement is designed by and large to take care of our 
present mobilization program, the program that we are in the midst 
of at the present time. If we became involved in stepped-up mobili- 
zation, or became involved in general mobilization, our needs, of 
course, would be much greater than our current needs. 

Mr. Forsytue. So that in the final analysis the extent to which this 
program is used will be determined by the status of national affairs 
and world affairs and what our emergency is from time to time? 

Mr. Fiemminc. Let me state it this way: My feeling has always 
been that if we handle current procurement in an intelligent way we 
can always, or in many instances we will be making a major contribu- 
tion to the maintenance of a sound mobilization base. We could 
handle it in such a way that it would be making a majorcontribution 
to the maintenance of a sound mobilization base. 

This order is designed to bring about a situation under which the 
procurement agencies will handle current procurement in such a 
manner as to contribute to the maintenance of a sound base. 

Mr. Forsyrue. For the particular time we are in, not to overplay 
it at a time when we are not in direct or extreme emergency situa- 
tion—is that a fair observation? 

Mr. Fiemminc. Well, of course, the current procurement is de- 
signed to take care of our present needs, and to help put us in a con- 
stantly stronger position in the event that we should become involved 
in stepped-up or general mobilization. That is a program that was 
thought through first of all by the executive branch in the presenta- 
tion of its budget to the Congress, and then is thought through by the 
Congress in the consideration of the appropriation for each vear. 

All we are saying here is that this order is designed to take that 
current program, whatever it may be, as determined by the Congress 
from year to vear, and to make sure that the procurement practices 
under that program are practices that will contribute to the develop- 
ment of a sound mobilization base to meet our needs in the event of 
stepped-up or general mobilization. 

Mr. ForsyrHe. Now, moving to paragraph 2 on page 1, the first 
question is based upon an observation that we have had that there is 
a difference of opinion as to whether this order and the subsequent 
implementing directives emphasize the use of certain suppliers and 
facilities, or whether the entire program is geared to items. 

Is it a fair statement to say that items and supplies in this situation 
are closely interwoven and that it is difficult to isolate items from 
suppliers or suppliers from items? Are we not dealing with both 
when we are dealing with this plan to establish a mobilization base? 

Mr. Fiemmina. Mr. Forsythe, of course, as you appreciate, 
Assistant Secretary Pike and the various procurement assistant 
secretaries are in the best position to respond in detail to that type of 
a question, but my understanding was when we included the prefer- 
ential-planning list in Defense Mobilization Order VII-—7, that that 
list was a list dealing with approximately. a thousand items, namely, 
weapons and parts of weapons which were essential for retaliation and 
survival in time of war. 

Now, how many people participate in the production of those 
particular items, first, is another question. 

You can take 1 of the 1,000 items, and there might be a great 
many people participating in (a) the assembly of the end item in 
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question; and (6) in the production of the parts that would go to 
make up that particular item. 

Certainly there is a relationship between the people, 1 mean, the 
firms that are participating in the program and this particular list, 
but I think the thing to keep in mind here is that this is a list of items, 
and not a list of the people who are going to participate in the produc- 
tion of the items. 

Mr. Forsyrue. You have set forth a criterion under paragraph 2 
which relates to items, and there are five of them. 

Are we correct in our understanding that these should be the 
prevailing criteria in considering current procurement schedules, and 
requirements, as they relate to the items that you mention? 

Mr. Fiemminc. You are referring now, Mr. Forsythe, to the order 
itself? 

Mr. Forsyrnue. I am referring to the order itself. 

Mr. Fiemmina. Yes, that is correct. 

Mr. Forsyrue. That is a criteria of items? 

Mr. Fiemmine. That is right. 

Mr. ForsyrHe. Do you think that that criteria that you set forth 
should be set down. in implementation of the agencies’ right to im- 
plement your order* 

Mr. FLEMMING. [ did not get that. 

Mr. Forsytur. My question is, Do you believe that these same 
criteria should be considered in the directives and documents of 
implementation by the various agencies? 

Mr. Ftemminc. No question about it, because my understanding 
is that the Secretary of Defense’s order is an order designed to imple- 
ment the defense mobilization order, and as such, of course, it should 
be directly related to it. And then the orders issued by the three 
services are in turn designed to implement his order, which is in turn 
related to our order. 

Mr. Forsyrue. Criteria No. 1, items requiring a long manufacturing 
cycle, a long lead time, how about items which are considered to be 
emergency procurements which do not have a long lead time or long 
manufacturing cycle? Where the procuring agency will determine 
that there is an emergency existing for the requirements, and they 
use the mobilization order and the directive implementing it to 
justify the procurement under the terms of your order? 

Is that contemplated in your order or were you contemplating 
strictly those articles that had a long lead time, a long manufacturing 
cycle? 

Mr. Fiemmine. Of course, we have to consider in responding to a 
question of that kind whether or not the item that vou have in mind 
falls within any of the other categories that are listed here. I think 
we go back again to the fact that the objective of the order is to bring 
about a placement of current procurement in such a way as to contrib- 
ute to the maintenance of a sound mobilization base. 

I can see—I am sure you can—situations where an item might be 
in production for the purpose of taking care of a current situation. 
As you say, a current emergency situation. In the placement of the 
orders for that particular item, however, they can be placed in such 
a way as to strengthen our mobilization base, or thev could be placed 
in such a way as to weaken our mobilization base. 

So I think the test that we need to apply in every instance is, are we, 
by following this particular order and in this particular instance, 
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making a contribution to the strengthening of our mobilization base? 
That is our overall objective. 

Mr. Forsyrne. When | asked the question I had an item in mind 
that was currently in production, did not require the conversion ol 
industry and manufacturing processes are essentially the same, and 
production experience is clear and established, and vet the procurement 
apparently is on a short delivery schedule basis, so-called emergence) 
procurement, and the justification for the procurement is this order, to 
maintain the mobilization base. 

Our concern is that the order and the implementation is not over- 
played, overused, and utilized as an excuse or a justification for a 
so-called emergency situation which might arise, when all of the 
criteria are met and the article does not require a long lead time or 
manufacturing cycle. 

Mr. FuemminG. | would be very happy to take a look at any 
specific case and indicate whether or not we felt that it did come within 
the purview of the objectives of the order, but | can see situations where 
an item might not require a long lead time or a long manufacturing 
cycle, but where the placement of the order for the item could either 
strengthen or weaken the mobilization base. 

Mr. Forsyrue. In your statement and also in the order, in para- 
graph 4, there is the establishment of the Defense Facilities Mainte- 
nance Board which is also covered in amendment No. 1,° dated 
November 12, 1954. 

Would it be possible to include on that Board in all considerations 
of these policies the Administrator of the Small Business Admuinistra- 
tion? I notice that we have the Secretary of Commerce and the 
Secretary of Defense and all of the other agencies represented. Would 
it be a possibility to include the one man who is charged with the 
responsibility of carrying out the small-business program? 

Mr. FiemMina. It certainly would be possible to include him. I 
might savy, Mr. Chairman, I am just told that they have an observer 
who attends the meetings of the board regularly and participates in 
the discussions. So there would be no problem in formalizing that 
relationship. 

Mr. Forsyrue. It could be formlized and he could have a place 
on the board? 

Mr. Fremmine. Yes. 

Mr. Forsyrue. | have no further questions. 

Senator THyr. Mr. Chairman, a question has occurred to me while 
the discussion has been going on here. And 1 have also had an 
opportunity to read vour statement from the beginning, Mr. Flemming. 

Do you concern yourself with the problems of the small-business 
man to such an extent that you review contracts and bids submitted, 
or the advertising for bids, so that we can draw from that some feeling 
that the various agencies of Government are watching and are ac- 
quainting themselves with how these contracts are let to make certain 
that we do not destroy what really makes up America’s mainstream, 
that is, the little-business man, in whatever community or State he 
happens to be? 

Mr. FLemminG. Senator Thye, that, of course, is one of the objec- 
tives that we have in mind in calling for these quarterly reports. 


‘See appendix 1(a), p. 54. 
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These are reports after the fact, of course. In other words, it is in 
the form of a postaudit, rather than a preaudit. 

As I indicated in my statement we will evaluate these reports very 
carefully, and will include in the evaluation the issue to which you 
have just referred and will be more than happy to make the results 
of these evaluations available to the committee. 

Senator Toye. Have you found in the past 7 months—it is actually 
7 months since we first had a conference on this subject, last December 

—that you have had either to call attention to the fact that there were 
violations of what was the intent of Congress by any of the adminis- 
trative authorities that were letting contracts? 

Mr. FLemminG. We have not. As I indicated in my statement, we 
have had just one report from the Department. That was for the 
period ending March 31, but the service directives have not been in 
effect long enough to make that a meaningful period; in other words, 
some of them had only been in effect for a comparatively short period 
of time, so that that report does not give us a basis for evaluation. 
The report that will be filed for the period ending June 30, has not 
been filed with us yet. It will constitute or prov ide us with the first 
opportunity for making the kind of evaluation that you have in mind. 

Senator Tuyer. Well, is there anyone charged with the specific 
responsibility of taking the various types of bids and the contracts 
let and making a digest of them momentarily, so to speak, to make 
certain that you are not placed in the position of just holding a post- 
mortem to find out what was done, but what is being done at the time 
the contract is let. I do not care what happened yesterday. I want 
to know what is happening today. 

Are we following this out to make certain that the small-business 
man is not being destroyed in this quarter or in the next quarter? 
Are we on it today? That is the question that I want to make certain 
of. Is there any agency of the Government that is on the question 
today, so that we are protecting the small-business man now, rather 
than to get a report here 3 or 4 months later that he was hurt, but 
there is nothing that we could do about it? 

Mr. Fiemminc. I am sure that the Department of Defense is 
staffed in such a manner as to keep on top of this situation. Of 
course, you are more familiar than I am with the organization that 
they have for kee ping on top of the small-business proble m. 

I would not conceive it to be a proper function of an office such 
as the Office of Defense Mobilization to get into the business of 
deciding whether specific contracts should or should not be awarded. 
That operation is too large and too complex for a small office in the 
Executive Office of the President to get into the question of dealing 
with the awards of specific contracts. 

We conceive it to be our function to establish the policy, and then 
we do conceive it to be our function to get the kind of reports that will 
give us some idea as to whether or not the policies that have been 
established are being followed, and whether or not the following of 
those policies produc es a conflict with other policies that are estab- 
lished by the Congress, such as the small-business policy. That we 
will do. 

Of course, if we find that the policy is not being followed, and if 
we find by following it that it is in conflict with the small-business 
policy of the Congress, we would then regard that as a reason for 
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changing our basic policy. And I do not think that it would be 
possible to follow any other procedure. But I am sure that the 
De ‘partment of Defense itself is trying to keep in touch with the 
situation. Their representatives are here and can testify along that 
line. 

The CHarrMan. Senator Morse, do you have any questions? 

Senator Morse. No. 

Senator KucHet. May I ask a question? 

Dr. Flemming, do I understand that DMO VII-7 was originally 
promulgated by you and in your agency? 

Mr. FLemminG. That is correct. 

Senator Kucne.. Then on page 4 of your statement you say you 
issued an amendment which has the effect of providing that in pro- 
curement the low bidder would not necessarily receive the contract 
which would be available at any given time? 

Mr. Ftemminc. That is in a negotiated contract, not in competi- 
tive bidding, because, of course, if it is competitive bidding it must 
go to the low bidder; but so far as negotiated contracts are concerned, 
we did want to make it clear that there could be a deviation from that 
policy if by deviating from it you were making a contribution to the 
strengthening of the’mobilization base. 

Sentor KucHe.. The directive of the Department of Defense, 
3005.3, was merely in consonance with the change in policy which 
you have previously laid down? 

Mr. FLemmina. That is correct. 

Senator Kucuen. Is there any other change contemplated as you 
understand it in the Department of Defense as to that? 

Mr. Fiemmina. I do not know of any contemplated change. 

Senator Kucnue.. Am I correct in my understanding that adminis- 
tratively the Department of Defense could not deviate from your 
policy in any event? 

Mr. Fiemminc. As I understand, Senator Kuchel, their regulation 
is, that is, the Secretary of Defense regulation and the regulation 
issued by the service secretaries must be kept in harmony with the 
DMO VII-7 

Senator KucHe.. On page 4 you referred to the orders issued by 
the three services to implement the Secretary’s order? 

Mr. FLemMIna. Yes. 

Senator KucHe.. I am informed we do not have copies of those 
three orders here. Would it be possible for the committee to have 
copies of those? 

Mr. Fiemmina. | am sure that the representative of the Depart- 
ment of Defense can make those available. '® 

Senator Kucuet. Of course, what I am particularly interested in, 
as I sit here this morning with the consideration of this committee’s 
jurisdiction in mind, is the outline on page 2 of Secretary Wilson’s 
directive where he lists from A to I what factors must be taken into 
consideration by review, which the agencies apparently will make 
pursuant to their orders, and in that list, particularly B, geographic 
dispersal. I am correct, then, am I not, Dr. Flemming, that there has 
been no change in the policies of geographic dispersal by reason of 
your Own comments, your own amendments to DMO VII-7, or the 
Department’s directive 3005.3 


if See appendixes 5, 6, 6 (a), and 7, beginning p. 60. 
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Mr. FLEMMING. Senator Kuchel, the only thing we have done in 
relation to the ground of geographic dispersal is reflected in testimony 
that I gave before the Senate Armed Services Committee. 

Senator Kucuen. And the House committee previously? 

Mr. FLemMinG. Yes, that is right. Before a subcommittee of the 
Senate Armed Services Committee chaired by Senator Kefauver, 
which, as you know, has been holding hearings in that particular are: 
And in connection with those hearings I presented a statement of the 
approach that we were taking on this matter of dispersal. That 
continues to be the policy of the exec utive branch. 

Senator Kucuet. And when you say, “continues to be the policy, 
do I understand from that that there has been no ch: ange in the ol vy 
of geographic dispersal in the last 24, years? 

Mr. FLemmina. Well, ves; in my statement to the Senate Committee 
on Armed Services I pointed out the fact that up until that particular 
time we had been dealing with a so-called mileage standard of 10 
miles from the areas of industrial and population concentration. 

We indicated at that time that we felt that that standard was out- 
moded because of the developments that have taken place in the 
weapons field since then. 

[ also indicated, however, that we felt that-+it was impossible to 
substitute for that mileage standard any new mileage standard; that 
in that taking a look at the question of geographic dispersal, you had 
to keep in mind the dispersal objective, and you also had to keep 
in mind the objective of maintaining a properly functioning urban 
economy; and that therefore we thought that the time had come 
when these matters had to be handled on a case-by-case basis, in 
the most practical and realistic manner, possibly taking into con- 
sideration all of the developments that have taken place in the 
weapons field. 

We indicated that we did not intend to put out a new mileage 
standard, and that we were going to work with people who were 
thinking in terms of building new defense facilities, et cetera, on a 

case-by-case basis, trying to work out the most practical solution, 
ca ‘eping in mind the objective of the dispersal, but also the objective 
of the maintenance of a properly functioning urban economy. 

Senator Kucuer. As the result of that testimony, and again in 
connection with the maintenance of a sound economy as reflected in 
the small-business operations, have the several agencies promulgated 
anv written directives? 

Mr. Ftemmina. No. I do not know of any new directives that 
have been issued by the services or by any of the other procurement 
agencies dealing with the question of dispersal standards. 

Senator Kucue.. It would be fair to say that the dispersal stand- 
ards have been maintained in the same fashion that they have been 
in the past several years, except that you have added the comment 
now from your agency that each specific case ought to be dealt with 
on its own merits? 

Mr. Fuemuine. That is right—that is right. 

Senator Kucne.. All within the framework of the same general 
police Vv! 

Mr. Fiemmine. In other words, we are saying that we just feel 
that you cannot live with or work under a mileage standard that 
applies to the entire Nation, because each part of the Nation has 
different problems in dealing with this overall problem of dispersal. 
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Senator Kucnen. Mr. Chairman, I would like to request the Chair 
to have the staff obtain copies of these three directives of the three 
services in, I assume, implementation of the Secretary of Defense 
Directive 3005.3. 

The CuarrmMan. We shall be very glad to do that." 

Senator GoLpwateEnr. I have just one question to ask Dr. Flemming 
This relates to yee answer to the question of counsel regarding 
amendment No. 1, when he asked if you could appoint the Director 
of the Small Doe Administration to the Defense Facilities Main- 
tenance Board, and you said you could. 

Mr. Fiemine. I will. 

Senator GoLpwatsER. Will you? 

Mr. Fuemmina. Yes, I will. 

Senator GoLtpwatEeR. When? 

Mr. FLemmine. As soon as we can put out the necessary amendment 
to the order. 

Senator GotpwaTER. That should be rather fast? 

Mr. FLemmina. It does not take very long. 

Senator GoLpwaTER. Fine. Thank you. 

Mr. Fiemmina. Yes, indeed. 

The CuarrMan. Let me ask you just one or two very brief questions, 
Dr. Flemming, dealing with this deviation from the low price, I believe 
you make it clear that that applies to negotiated contracts rather than 
to competitive bidding. 

Mr. Fiemmina. That is correct. 

The CuarrMan. Is there any set limit on the differentials that may 
be allowed, or does each case simply stand on its own facts? 

Mr. Ftemmine. Mr. Chairman, my understanding is that each case 
would stand on its own. I do not know of any, that is in this area 
that we are talking about now—I do not know of any ceiling 

The CHarrMAN. And the criterion is to protect the mobilization 
base, rather than any other consideration? 

Mr. Fiemminc. That is the objective, to do those things that will 
only develop and strengthen and maintain that base—that is all. 

The CuarrMan. This is not mixed in with any provision for equal- 
izing economic conditions or protecting noneconomic industries or 
any thing like that, is it? 

Mr. FLEMMING. ‘No, I mean this has just 

The CHAIRMAN. Purely the mobilization base? 

Mr. FLtemminG. That is right—that is the objective. 

The CuHarrMAN. Thank you very much. Are there any other 
questions? If not, we again thank you. 

Mr. Fiemminc. Thank you, Mr. Chairman. 

The CuarrmMan. Mr. Thomas P. Pike, Assistant Secretary of De- 
fense; Mr. Raymond H. Fogler, Assistant Secretary of the Navy; 
Vice Admiral Royar, Chief of Naval Material; Mr. Roger Lewis, 
Assistant Secretary of the Air Force; and Mr. Henry M. Marsh, 
Deputy Assistant Secretary of the Army for Logistics and Research 
and Development. Will you gentlemen come around and have seats 

I may say for the benefit of those who were not here when I made 
the initial statement, I proposed that each of these gentlemen rep- 
resenting the various branches of the various services give his own 


1! See appendixes 5, 6, 6* , and 7, beginning p. 60. 
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statement, and then we will question them altogether, since the 
chance that the ground covered will be similar in the various state- 
ments. 


Now, the first one listed is Mr. Pike. If you will proceed, please. 


STATEMENT OF HON. THOMAS P. PIKE, ASSISTANT SECRETARY 
OF DEFENSE (SUPPLY AND LOGISTICS) 


Mr. Pixe. Mr. Chairman, the Department of Defense has been for 
some time aware of the concern felt by members of this committee 
about the implications of our Directive 3005.3,” the principal subject 
of this hearing. Senator Thye raised this question in a telegram 
dated December 9, 1954, to Secretary of Defense Wilson,” and the 
matter was extensively reviewed in an exchange of correspondence 
which followed and which your committee has reproduced in full in 
your annual report dated March 30, 1955. We have carefully and 
thoughtfully reviewed this directive and its departmental imple- 
mentations from the point of view of any possible impact on small. 
business concerns. This reexamination reaffirmed the opinion I held 
when this directive was first drafted. I am satisfied that the direc- 
tive, and its Army, Navy, and Air Force implementations, have not 
had and will not have any adverse effect on small business. 

I now confirm and support the view to this effect expressed by 
Secretary of Defense Wilson in his letter to the chairman of your com- 
mittee dated January 8, 1955." 

We have a separate and distinct small-business program, as I and 
other members present here have already testified to a subcommittee 
chaired by Senator Smathers in quite some detail at an earlierdate.” 

Of course, it should be understood that this directive was not one 
which had as its primary purpose the improvement of our small- 
business policies. I am sure that the members of this committee 
readily recognize that there are numerous responsibilities which we 
have that do not directly bear on our interest in small business. 
So, it must frequently happen, as in the case of directive 3005.3, that 
we will adopt a policy for some specific purpose which, when con- 
sidered from another point of view, such as the small-business stand- 
point, might permit varying interpretations. 

Department of Defense Directive 3005.3 was aimed at a very 
important responsibility of the Department of Defense. It was 
issued as an appropriate followup and implementation of Defense 
Mobilization Order VII-7, as amended, on the subject of ‘“Main- 
tenance of the Mobilization Base,’’ on which the Director of Defense 
Mobilization has testified. While this directive did not add to or 
restrict existing authorities of the assistant secretaries of the military 
departments that are in charge of procurement, it did reemphasize, 
as Department of Defense policy, the maintenance of a healthy 
production base, capable of supplying the defense needs for a limited 
number of weapons that would be compellingly important during a 
period of mobilization. 

Senator Thye, who was then the chairman of the Senate Small 
Business Committee, fully recognized the propriety and the desira- 


12 See appendix 2, p. 55. 

13 See appendix 8, p. 72. 

14 See appendixes 9, 10, and 11, pp. 72, 74, 75. 

15 Military Procurement, 1955 hearings before a subcommittee of the Senate Small-Business Com- 
mittee, 84th Cong., Ist sess. 
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bility of such policy and he said so in his telegram of December 9, 1954 

He knew also, as he later stated, that this Department of Defense 
directive was not issued with any thought or intention of hurting smal! 
business. But he looked at this directive, as he quite properly should 

from his point of view as Chairman of the Small Business Committee, 
and he felt a very natural concern as to how the actual operation of 
this directive might ultimately affect small business—whether favor- 

ably, unfavorably, or not at all. I will now explain why I so con- 
fidently state that we need not fear an adverse affect of this directive 
on the small businesses of our Nation. 

First. This policy was not adopted without consideration in advance 
of the interests of small business, nor without study for possible 
unforeseen implications for small-business concerns. It was the 
opinion of my small-business adviser as it was mine, both then and now, 
that the policy is not prejudicial to small business. 

Second. The application of this directive is limited in scope to the 
items on the Department of Defense preferential planning list. This 
is a list of less than 1,000 items of military supplies and equipment, 
mostly weapons and their subassemblies, which would be most essen- 
tial for the Nation’s defense during a future war or to the ability of our 
armed forces to retaliate against an enemy. 

It is not a list of companies. The majority of the items on the list 
are aircraft, aircraft engines, ships, armored vehicles, and other com- 
plex items which, by their very size and complexity, can be mass 
produced or assembled only by manufacturers who have big factories, 
sizable quantities of production equipment, and extensive engineering 
departments. At the same time, many items on the list, such as 
electronics and chemical and medical items, are being produced under 
prime contracts by small business and would continue to be so pro- 
duced during a war. 

In contracting for the items on the preferential planning list 
there is no reason for the military services to favor any business be- 
cause of its size. And, it is our firm belief that the provisions of this 
directive are as beneficial to small sources as to large ones. We feel 
too, that the provisions of our small-business programs complement 
this directive, and fully protect the interests of small business, both in 
the field of current procurement and in mobilization planning. 

Third. It is my opinion that the long-range effect of this directive 
on small business is not likely to be great. “But, to the extent that 
there is any such effect, I think it will be in the favor of small business 
rather than against it. Let me quote from section III, the action 
section of the directive, some of the considerations prescribed in the 
interest of maintaining and broadening the procurement base that are 
almost certain, directly or indirectly, to benefit small firms. 

Procurement officers are directed, in reviewing contracts for preferential 
planning list items, to take account of maintaining multiple sources of supply, 
geographic dispersal, avoidance of undue concentration of contracts in a few 
leading suppliers, multiple awards, and maximum subcontracting. 

These factors should surely tend to benefit small business. 

Fourth. I would like to make the point that the directive and its 
implementations have been carefully reviewed in the light of the 
questions raised by Senator Thye, and this retrospective analysis has 
further supported our initial evaluations and confirmed us in our 
opinion that no threat to small business is involved. 


16 See appendix 3, p. 56, Department of Defense Instruction 3005.4. 
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In addition to informal discussions of this subject with the procure- 
ment secretaries of the military departments, I wrote to them on 
March 25, 1955, specifically requesting the considered statements of 
the military departments on the possible impact which the imple- 
mentations of this directive would have on small business. 

The Army replied that the— 

opportunity of small business to share in current procurement is in no manner 
affected by the provisions of the Army implementation of this directive. 
Further, with respect to mobilization planning, the Army pointed out 
that Army policy provides— 
That the general principles of the Department of the Army small-business program 
providing for giving small-business firms an equitable opportunity to produce a 
fair share of Department of the Army requirements for goods and services shall 
be extended to mobilization planning. 

The Navy declared that there had not been any detrimental effect 
on small business and that continuing review would be maintained to 
assure that there would be no detrimental effect. 

The Air Force has included in its implementation of 3005.3 ! 
language directed explicitly to the protection of the interests of small- 
business concerns, and has assured me that the Air Force will follow 
up vigorously to assure the maximum utilization of small concerns that 
is practicable. 

These firm responses from the military departments have further 
contributed to my conviction that in adopting the principles of diree- 
tive 3005.3 we have not taken any action that will prove adverse to 
the small-business community. 

The representatives of the military departments who are to testify 
here today will no doubt bring you later information, but I am sure 
that it will confirm this testimony. The latest statistics available 
seem to indicate a slight upward trend in the percentage of total de- 
fense business going to small-business companies. It is not possible 
to isolate the preferential planning list item contracts in the summary 
statistical reports. 

Fifth: In answer to your question as to the effect of this, or any 
other Department of Defense action, upon the fair treatment of small 
business, there is another important feature on which I rely in the last 
analysis, even more than those which I have already cited: It is the 
fact that our small-business program is a live and active one and that 
the procurement secretaries of the military departments and I are 
personally determined that this program shall not be permitted to 
operate in a manner that will impede the equitable competitive oppor- 
tunity which we are determined to give to small business. 

Your committee has heard previous testimony regarding our re- 
vised and revitalized small-business program. We have a most 
able and energetic staff devoted to this program. I can give you my 
personal assurance that, not only is there no intention of allowing this 
effort to slacken, but rather it is just getting well underway. I can 
report also that our liaison arrangements with the Small Business 
Administration are working out well. ’ 

I recognize that it is the job of this committee to act as a monitor 
in such cases and to assure yourselves that the interests of small busi- 
ness are being well served. Your comments will always be welcome 
to me because our objectives are the same. Whenever in the future 
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such questions may again arise in your mind, | hope you will doas 
you have done in this case—call for information and enable me to 
assure myself and your committee that the responsibilities we have 
to small business are, in fact, being fully and carefully considered 

I hope this testimony has been he ‘Ipful and reassuring to your com- 
mittee and others present. I feel sure that after you have heard also 
from representatives of the military departments, you will agree that 
the mobilization base directive 3005.3 is an instrument for preserving 
the mobilization base which can and will operate through business 
concerns, both large and small, to accomplish its objectives, and which 
may have some beneficial side effects for the small-business com- 
munity, but which certainly will do it no harm. 

The CuarrMan. Thank you, Mr. Pike, we will now hear from 
Mr. Fogler. Would you give your statement, please, sir? 


STATEMENT OF HON. R. H. FOGLER, ASSISTANT SECRETARY OF 
THE NAVY (MATERIAL) 


Mr. FoGier. Mr. Chairman and members of the committee, | 
have only a brief statement to make, as I will be followed by Admiral 
Royar. We do have indiv iduals here who can give detailed informa- 
tion with regard to the Navy’s program. 

Iam R. H. Fogler, the Assistant Secretary of the Navy for Material. 
I appreciate very much the opportunity to appear before this com- 
mittee to discuss the impact on the Department of the Navy of 
Defense directive 3005.3. 

Because of the diversity and, in many instances, the complexity of 
military items procured by the Navy, the planning and maintenance 
of mobilization sources has been a vital part of Navy procurement 
since before World War II. It should be noted that the Armed 
Services Procurement Act of 1947, particularly in exception 2 (c) 16, 
took cognizance of the fact that it would be necessary to negotiate 
with planned sources to maintain them in the interest of the national 
defense. 

The various factors to be considered by all three services in broad- 
ening the mobilization base were spelled out in 1950 in the so-called 
Marshall directive. During the period subsequent to World War II 
and down to the present, the Nav v procurement directives, which is 
the body of regulation which provides guidance to the Navy in the 
procurement field, contained material consonant with the basic 
philosophy regarding the maintenance of the mobilization base then 
found in the Armed Services Procurement Act, the Marshall directive, 
and other related directives issued by the Munitions Board. 

Thus, when the Department of the Navy received Department of 
Defense directive 3005.3, there was no radical change in the Navy’s 
approach or procedures with regard to integrating current procure- 
ment with the maintenance of the mobilization base. Rather, this 
directive served to focus particular attention upon those items con- 
tained in the preferential planning list. 

In fact, in implementing this directive on January 3, 1955, we con- 
sidered it necessary to do little more than publish the words of the 
directive to our procuring activities, adding to it only the review and 
reporting procedure peculiar to the Navy organization. 
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I have a copy of the directive here 
available as you may wish them.” 

As we have testified in previous hearings before this committee, 
small business has always played an important part in supplying the 
Navy’s needs, both as a prime contractor and subcontractor. In all 
of our procurement, as well as in the procurement of items involving 
the mobilization base, we have taken positive steps to assure the 
active participation of small business. The Navy small-business 
specialists in the procuring bureaus and major field purchasing activi- 
ties work closely and on a daily basis with contracting, technical, and 
planning personnel. In this way the capabilities and capacity of 
small business to supply current requirements and mobilization re- 
quirements are constantly before the bureaus. 

Our especial concern with items on the preferential planning list 
has in nowise modified the attention and consideration given to small 
business in these and all other procurements. On the contrary, since 
the percentage of preferential planning list items within the small- 
business potential is, because of the nature of the items, low, we have 
increased our efforts in the prime contract and subcontract area to 
assure the fullest participation by small business within its potential. 
I am happy to inform you that we have made and continue to make 
good progress in this area. 

I feel that 1 would be remiss if I did not take this opportunity once 
again to give you my views regarding the tremendous potential and 
value of small business in the field of subcontrac ‘ting. The majority 
of our contracting dollars go for large expensive items which must be 
produced by large corporations, but we have always strongly felt that 
many of these dollars can be passed on to small business in the form 
of subcontracts. You may remember that I testified in April that I 
had previously addressed some 250 letters to the holders of large 
Navy contracts asking their cooperation in instituting a small- 
business subcontract program and offering my assistance in helping 
them to set up such a program. 

I intend to follow up all of the companies both those that indicated 
they have an active interest, and those who were lukewarm. 

Senator Toye. Mr. Fogler, as long as you left your prepared state- 
ment momentarily, I do not believe it would be annoying to you at all 
to have this question asked of you at this point in your statement. 

Mr. Foeier. Not at all. 

Senator THyr. As you reviewed the incoming letters, and as you 
reviewed the questions sent there, do you feel because of your so- 
called personal interest, and because you are examining the questions, 
that there is an increase of subletting and small-business participation 
by having subcontracts under the prime contracts? 

Mr. Foeuer. I would certainly like to feel that. I believe it is 
undoubtedly true, because these prime contractors have certainly 
been responsible to the procurement agencies of the Navy for getting 
the contracts. I cannot imagine but what the "y would like to be 
influenced by evidence of special interest in their carrying out the 
desire which we have for them to subcontract to the maximum extent 
possible. 


and additional copies will be 


18 See appendix 6, p. 64. 
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Senator Toye. Well, do you go in to make a digest of past practices, 
and then using that as a yardstick to measure the present practice to 
determine whether there is a reflection of a change or not a change? 

Mr. Foa.ier. We will endeavor to do that. 

Senator THyr. Because there are many of you that have assigned 
yourself to the task of making certain that the small-business man is 
not dried up, so to speak, because of a lack of business, a lack of oppor- 
tunity, and the larger ones putting up new plants for new divisions, to 
go ahead and do what normally should have been done by the small 
operator or a subcontractor. 

I wonder now whether you proceed to check this with the staff 
that vou have, the number you so engaged, if you are actually getting 
the results, and are you measuring the past against the present to make 
certain that the result is there, and that it is not something like, 
“We will do it next week,’’ or some such, a lick and a promise, so to 
speak? 

Mr. Foauer. I think, Senator Thve, that we are now just about at 
the time period when that should have a personalized followup. 
We have instituted in the Navy a reporting system which is more 
extensive in requiring our prime contractors to report their actual sub- 
contracts, which goes beyond the detail that we had previously 
requested. 

Senator Turse. Did you make a good digest of your quarterly report 
that came in in March? You see, you are now in July. This is the 
20th of July. You are well over into the third quarter of this calendar 
year. 

Mr. Foauer. The quarterly reports which have been referred to 
previously here concern this preferential list about which we are 
particularly having the discussion this morning. And I would have 
to ask Commander Curtin who is in charge of our small-business 
activity to give you more information regarding our reports. 

Senator Tuy. He will be testifying later, will he not? 

Mr. Foauer. He is available here, if you wish to question him. 

Senator Tuysz. Is he here prepared to make a statement or is he 
here just to answer questions? 

Mr. Foaurr. He is here to make a statement in regard to matter 
which we are primarily discussing this morning, 

Senator Tuyz. Then I shall not ask any further questions. 

Mr. Foeter. I might add one further comment. I have recently 
sent letters to another large list of prime contractors. The response 
to these letters has been most gratifying. ‘The overwhelming majority 
of large Navy contractors either indicated that they were currently 
pursuing such a program or that they would institute this program 
as suggested, and I am confident that our constant attention to this 
program will enable small business to receive an equitable share of 
the defense dollar. I would also like to point out that we have 
recently implemented Department of Defense Directive 4100.20 of 
April 19, 1955, which will provide us with a means for evaluating the 
results of the small-business subcontracting program. 

That is a report which all services will get under this directive which 
I have just mentioned. 

In summary, I think it is important to make the following points: 

1. The Navy has always recognized the value of small business, 
not only in supplying planned items, but in supplying all items. 
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2. Small business has always been given careful consideration and 
afforded an opportunity to become a part of the Navy mobilization 
base. 

The segment of items on the preferential planning list considered 
to be within the small-business potential is derived on a case-by-case 
study. 

4. We have been able to perceive no effects adverse to small business 
in the Navy’s implementation of Department of Defense Directive 
3005.3 

I might add here that we do not yet have the report of the subcon- 
tracting from the prime contractors in these reports. Until we get 
these reports we cannot get a real evaluation of the division between 
large and small business on these preferential items. 

5. We are using every practicable means to encourage Maximum 
defense subcontracting with small-business firms. 

Department of Defense Directive 3005.3 requested the military 
departments to review proposed procurement of items contained in the 
preferential planning list, and I delegated this responsibility to the 
Chief of Naval Material, Vice Adm. M. L. Royar, SC, USN, who with 
your permission will follow me in testifying to acquaint you with 
day-to-day operation of this directive. 

We have other individuals here who are intimately connected with 
the small-business program, and if the admiral and I cannot answer 
questions, possibly some of the other individuals can. And if they 
can’t we will certainly get the information for you. 

Thank you very much, Mr. Chairman. 

The CHarrMan. Admiral Rovar, we are glad to have you with us. 


STATEMENT OF VICE ADM. M. L. ROYAR, SUPPLY CORPS, UNITED 
STATES NAVY, CHIEF OF NAVAL MATERIAL 


Admiral Royar. Mr. Chairman and members of the committee, 
IT am Vice Adm. M. L. Royar, Supply Corps, United States Navy, 
the Chief of Naval Material. In Navy Procurement Directive 
14—203,"° the Assistant Secretary of the Navy for Material designated 
me to review all proposed procurements of items on the preferential 
planning list. 

Since World War II, the Office of Naval Material has reviewed and 
approved for the Assistant Secretary all negotiated procurements of a 
given dollar value, at present $300,000. The documents submitted 
by the procuring bureaus are known as business clearances, and it was 
decided to use this same device to accomplish the review of prefer- 
ential planning list items. Accordingly, Navy Procurement Directive 
14-203 requires that a business clearance be submitted to the Office 
of Naval Material for my approval prior to the procurement of any 
such item, in the amount of $10,000 or more. Since the 3d of January, 
the Office of Naval Material has carefully reviewed each individual 
procurement of a preferential planning list item, and I have personally 
approved each such business clearance. 1 can assure you, from per- 
sonal experience, that these clearances meticulously analyze the reasons 
for any given award and that they are the subject of detailed and 
objective. scrutiny by my staff in the Office of Naval Material. 


1§ See appendixes 6 and 6 (a), p. 64. 
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In the procurement of items on the preferential planning list, price 
differentials have been authorized only when such action was deemed 
essential for the adequate maintenance of the mobilization base. In 
those instances where a price differential is utilized, and more than 
one concern can supply the item every effort is made to place the 
greatest dollar value of our requirements with the most efficient low- 
cost producers, allocating to the higher cost producer only that 
minimum economical quantity which will permit him to remain in a 
state of mobilization readiness. I might add that differentials have 
been paid only for exclusively military, critical items such as anti- 
submarine-warfare devices and gunfire-control systems. 

The selection and retention of planned suppliers is subject to con- 
tinuous revision and adjustment. Changing mobilization require- 
ments may necessitate the deletion of old suppliers or the addition of 
new ones. Planned producers that are deemed to be high-cost a: 
pliers are, to the maximum extent practicable, being eliminated and 
supplante d by new low-cost produc ers. The door is alw avs open to 
new firms interested in participating in the industrial- mobilization 
program and we welcome expressions of interest from business firms 
in this area. Further, I would like to point out that the Navy Office 
of Small Business, which is under my supervision, has always paid 
particular attention to insuring the fullest possible participation of 
small business in the production allocation program and that this is 
a subject of continuous emphasis in conferences with the small-business 
specialists located in the various procuring bureaus and offices. I can 
assure you that there is no “select list’? of suppliers and that small- 
business firms are receiving equitable consideration. 

As Mr. Fogler has stated, members of my staff are here to answer 
any questions which you gentlemen may have. 

The Cuarrman. Thank you very much, Admiral Royar. 

Now, Mr. Lewis, will you give us your statement. 


STATEMENT OF ROGER LEWIS, ASSISTANT SECRETARY OF THE 
AIR FORCE 


Mr. Lewis. Mr. Chairman, with your permission, I would like to 
read my statement. 

You have asked me to discuss the Air Force implementation of 
Department of Defense Directive 3005.3 on maintenance of the 
mobilization base.” 

You may recall that during the hearings of this committee in April, 
I stressed that the nature of Air Force procurement is such that 
imaginative measures must be devised to give small business its fair 
share of Air Force business. The Air Force does not buy food or 
clothing or the general line of commercial items which are character- 
istic -ally made by small business. These items are purchased for us 
by the Army and Navy, or from schedules established by the General 
Services Administration. Our procurement is mainly in the highly 
specialized area of aeronautical equipment and related items, a 
field which is rapidly becoming more complex. These items are not 
normally produced by small-business concerns. The Air Force has, 
therefore, placed particular emphasis on subcontracting by our prime 
contractors. It is here that small business gets its best chance. 


20 See appendix 7, p. 65. 
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The issuance of Department of Defense Directive 3005.3 resulted 
in very little change in Air Force procurement instructions. For 
the most part, the substance of this directive has been Defense and Air 
Force policy for some time. However, it did cause us to pull together 
the existing procedures applicable to maintenance of the mobilization 
base and in so doing gave us an excellent opportunity to reemphasize 
the subcontracting aspects of maintaining a broad mobilization base. 

I think it is safe to say that, as far as Air Force implementation of 
Department of Defense Directive 3005.3 goes, the major effect has 
been to add impetus to our subcontracting program and, in particular, 
to small-business’s role therein. Basically, our implementation of 
3005.3 requires that in all areas in which mobilization planning is 
conducted, our small-business policy must be applied. 

In order to encourage the maximum use of subcontracting with 
respect to items on the preferential planning lists, the Air Force 
has included a provision in its initial requests for proposals requiring 
bidders to furnish information as to the amount and extent of sub- 
contracting they plan todo. This provision reads, in part, as follows: 

Subcontracting structure: The materiel being procured is a planned item under 
the mobilization-base policy, which policy is designed to maintain a proper 
industrial base in the aeronautical production industry in order to provide for 
rapid expansion in the event of mobilization. It is the desire of the Department 
of the Air Force that subcontracting, including the maximum utilization of small 
business, be accomplished to the fullest extent consistent with the efficient per- 
formance of the contract * * *. 

It is further provided that the contractor must furnish with its 
proposal information indicating the items which will be subcon- 
tracted, the identity of the proposed subcontractors, and the percent- 
age of subcontracting by effort (direct man-hour expenditure). This 
proposed subcontracting structure is then reviewed by the Industrial 
Resources Division at the Air Materiel Command, which monitors 
our mobilization-base program. Our small-business executive at this 
command collaborates in this review to assure adequate attention is 
given to small-business sources. After the subcontracting structure 
has been agreed upon, it is then made a part of the contract by a 
clause which requires that this structure be maintained to the greatest 
extent practical. While it can be changed, any necessary deviations 
from this can be made only after prior notification to the Air Force. 
We believe that with such prior notification we can effectively prevent 
any detrimental impact on our mobilization structure. In addition, 
prime contractors are discouraged from entering the field of produc- 
tion of items normally furnished by other contractors which, in them- 
selves, are foreign to the production normally accomplished in the 
prime contractor's plant. 

Our new defense subcontracting small-business program, of which 
you were advised in the April hearings,” works in harmony with our 
implementation of 3005.3. As you know, an Air Force Advisory 
Group on Small Business helped work out the concept of each con- 
tractor conducting, on his own, a specific small-business program 
designed to carry out the congressional intent of affording small 
business an equitable opportunity to compete for defense business. 
Under our small-business subcontracting program each prime con- 
tractor doing a substantial amount of defense business is urged to 


21 Military Procurement, 1955 hearings before a subcommittee of the Select Committee on Small Busi- 
ness, 84th Cong., Ist sess. 
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establish its own small-business program headed by its own small 
business specialist. These contractors will be urged to adopt pro- 
curement policies designed to assure that small concerns will have an 
equitable opportunity to secure defense subcontracts. In addition, 
the small-business programs of these prime contractors will include 
the placing in subcontracts of a clause requiring the utilization of 
still further subcontracting consistent with efficient production. 
This is particularly meaningful in relation to the complex aeronautical 
items we buy. 

While our procedures amply insure that our small-business execu- 
tive at the Air Materiel Command will review all items on prefer- 
ential planning lists and furnish the names of small-business concerns 
as potential prime or subcontract suppliers, it seems to me that our 
emphasis on subcontracting is the answer from the point of view of 
small business insofar as Air Force business is concerned. It is my 
sincere belief that there is nothing detrimental to the interests of 
small business in DOD Directive 3005.3, and that Air Force imple- 
mentation has been so conducted as not only to insure against any 
detriment to small business, but in fact to promote the utilization of 
small concerns as prime contractors, subcontractors and suppliers. 

The CHarrmMan. Thank you, Mr. Lewis. 


Now, Mr. Marsh. 


STATEMENT OF HON. HENRY N. MARSH, DEPUTY ASSISTANT SEC- 


RETARY OF THE ARMY (LOGISTICS AND RESEARCH AND 
DEVELOPMENT) 


Mr. Marsu. Mr. Chairman and members of the committee 

The CHarrMan. Just a minute, Mr. Marsh. Senator Thye has 
to leave. 

Senator Thye, would you like to ask any questions before you go? 

Senator Tuyr. No. I will say this, Mr. Chairman, that the reports 
which we are receiving here do give encouragement to those of us 
who have endeavored to make certain that in this mobilization 
program where you are watching our entire Nation's small business 
to make certain that you are not destroying it and allow the prime 
contractor to expand his operation so as to take and include in his 
manufacturing schedule everything that the Government needs. 
The main function that you and | must concern ourselves with is 
that when the mobilization increases, that we haven’t dried up a lot 
of small businesses across the Nation by the mere fact that the 
Government has taken up so much of the Nation’s industrial output 
in the form of its own business or its own purchasing. 

I have taken encouragement from the reports that you have given 
here of how closely you are studying this entire question. And you 
know of our deep concern a year ago when we found that there was 
a trend that seemed to indicate that the small-business man was 
being sacrificed. 

That is all I have to say, Mr. Chairman. It sounds hopeful. By 
the next quarter we should be able to get some positive charts or 
graphs showing that small business has not gone down but it is 
going up in its procurement. 
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Mr. Pike. Mr. Chairman, before Senator Thye leaves, I have just 
a couple of figures here that I think will be of interest to you. They 
are very brief. 

The percentage average of awards from prime contracts to small 
business in the total period of time from July 1950 to March 1955, is 
18.9 percent. The January through April, inclusive, average of 
awards of prime contracts to small business in the Department of 
Defense is 23 percent. So that regardless of this particular program 
that we are talking about, these figures were comforting to me when 
I received them a couple of days ago, and I thought they would be 
of interest to you, sir. 

Senator Tuyr. That is a 5 percent increase, there, isn’t that about 
what the figure shows? 

Mr. Prke. It is 4.1 percent. 

Senator Ture. It was 18 plus: 

Mr. Pike. 18.9 as compared to 23 percent for January through 
April 1955. 

Mr. Stutts. What was the fiseal 1954 picture, Mr. Pike—23.8 or 
25 percent? 

Mr. Pike. I don’t have that here with me. 

Mr. Forsytue. 25.1. 

Senator Tuyr. In other words, the figure that counsel states here 
is 25 plus in the end, and then it dropped down to 18.9, and it is now 
back to about 23. 

The CHatrMAN. That is not exactly right. The 18.9 figures run 
all the way from 1950 through 1954. 

Mr. Pike. Through March 1955. 

The CHarrMaNn. The 25.1 figure was for fiscal 1953. 

Mr. Pike. The fiscal 1950 figure was 21.9. 

The CHatrMAN. What was the fiscal 1954? 

Mr. Pike. The fiscal 1954 was 35.1. 

Senator Toye. 35.1 for 1954? 

The CHarrRMAN. It is 25. 

Mr. Pike. Those are incorrect. The figure for fiscal 1953, prime 
awards for small business, is 16.2; for fiscal year 1954, it is 25.1. 

Senator Tuyr. I know that as we found those figures going down 
last year that was what was concerning the committee. Now, we do 
see some improvment here. But I hope that when we have another 
report on this that the improvement will continue, so that it will be 
on the increase rather than dip down again as we had in other years. 

Mr. Pike. We share that hope, sir. 

Senator Tuye. Fine, thank you. 

Thank you, Mr. Chairman. Iam sorry I have to report to another 
committee for a vote on a committee matter. 

The Cuarrman. Mr. Marsh will you give your statement, now. 

Mr. Marsu. Mr. Chairman, I am Henry Marsh, the Deputy 
Assistant Secretary of the Army for Logistics and Research and 
Development. 

I am here today representing Mr. Frank Higgins, Assistant Sec- 
retary of the Army (Logistics and Research and Development), who 
is out of the city. Mr. Higgins has asked me to express his regret for 
not being able to be present. I am sure you are aware of his keen 
interest in the small-business program. The Department of the Army 
has what it considers a vigorous and comprehensive small-business 
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program. We are constantly trying to improve it and are proud of out 
accomplishments. Mr. Higgins, General Westphalinger, and Mr. 
Askins explained details of it at their appearance before the committee 
in April of this year. I wish to emphasize again that the Army em- 
ploys 139 small-business specialists assigned to major procurement 
offices in the United States. 

The Department of the Army feels that Department of Defense 
Directive 3005.3 has had no adverse effect within the Department of 
Army upon the opportunity of small business to share in current pro 
curement or on the number of awards being made to small-business 
concerns. The Army’s policy has been to include small business in 
moblilzation planning. It is presently stated in the Army Procure 
ment Procedure: 

* * * To the maximum extent possible consistent with considerations of efficient 
production, geographic dispersion of facilities, and other military factors, these 
elements of the Department of the Army engaged in mobilization planning shall, 
with respect to items, the bidders’ mailing lists for which include the nam 
established or potential small-business suppliers, conduct planning with smal 
business firms. 

Department of Defense Directive 3005.3 did not change this policy. 
The directive did reemphasize the importance of maintaining a sound 
mobilization base and required the review of proposed procurement of 
items contained in the preferential planning list with consideration 
being given to specified factors. It is my opinion that Army imple- 
mentation of the directive” has not changed the method of our 
procurement, the composition of our bidders’ lists, our lists of planned 
suppliers, or awards being made on Army items. 

Our records indicate that as of December 1954, the month of issu- 
ance of Department of Defense Directive 3005.3, small-business con 
cerns had received approximately 32 percent of new procurement 
obligations for fiscal vear 1955. As of the end of May 1955 (date of 
latest available figures) small-business concerns had received approxi 
mate sly 37 percent of new procurement obligations for fiscal year 1955. 

It is believed that this confirms thi at the implementation of Depart- 
ment of Defense Directive 3005.3 has not had an adverse effect on 
awards to small business. 

During the past few months, Mr. Higgins has been the moderator 
of a procurement panel, visiting groups of procurement personnel 
throughout the country. These conferences are attended by con- 
tracting officers, negotiators, and Army small-business specialists. 
At the Detroit and Chicago meetings recently, at which approximately 
200 representatives were present, questions were asked the groups as 
to the effect of the Army implementation of Department of Defense 
Directive 3005.3 on awards to small business. The groups were 
unanimous in expressing the opinion that there had been no adverse 
effects on awards to small business. 

I would like to again assure the committee that the Department of 
Army will continue its vigorous and enthusiastic small-business 
program and will constantly be watchful of any policies or procedures 
which would impede such a program. 

The CHarrMan. Thank you, Mr. Marsh. 

I will say that I share with Senator Thye the encouragement that 
you several gentlemen have given with reference to the policy that 


22 See appendix 5, p. 60. 
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you are carrying out and which you propose to carry out. It is a 
matter of concern to us, of course, all the time as to whether or not 
small business will be utilized in the most effective way and to the 
fullest feasible extent in the awarding of Government contracts. 
Now, I get the picture from the several statements given here that 
the result of the directive has not been hurtful to small business and 
that, in fact, the preferential planning list is relatively small—I don’t 
know whether that is a good term or not. But one disturbing state- 
ment that was in the letter from Mr. Pike addressed to Senator Thye 


this year was contained in the next to the last paragraph, and I call 
your attention to that: 


With respect to the percentage of defense contracts to which the new policy 
will apply, it is estimated that the items on the preferential planning list involved 
approximately 70 percent to 75 percent of the defense dollar expenditure, but 
only 5 to 10 percent of the number of procurement contracts.” 

Of course, when we take that big percentage of dollar volume, place 
it on the preferential list, that doesn’t leave a great deal of area in 
which small business can operate dollarwise, it would appear to me. 


Mr. Pixe. Mr. Chairman, if I may be allowed to comment on 
that 


The CHARMAN. I would appreciate it. 

Mr. Pixs. The list. is the major hardware of warfare. It is tre- 
mendously expensive ships, aircraft, tanks, guns, ammunition, radar 
equipment, and so forth. By the very nature of the type of thing 
that we do have to plan for, those relatively few items do actually 
constitute that larger percentage of total Defense procurement. 

As has been brought out here today—I think Secretary Lewis 
emphasized this—the greatest potential for small business to partici- 
pate in this dollar type of item is through subcontracting. And, of 
course, the Air Force, probably even more than either one of the 
other services, with their procurement pretty much concentrated on 
aircraft engines and weapons, systems, guided missiles, and so forth, 
has in effect taken the lead and has shown us all the examples which 
we have picked up in this concentration on subcontracting which we 
have now gotten across the board in the Department of Defense as a 
major policy. As I indicated in my testimony here, there are some 
items on the list that do admit of prime contracting through small 
business, such as electronic items, chemical items, and items of medical 
supply. But those figures that you cited there are just due to the 
nature of the beast, Mr. Chairman. 

The Cuarrman. Of course, we have always recognized the fact 
that a great part of procurement for all of our defense services did 
consist of big items, heavy items, that generally small business was 
not equipped to handle. 

I personally appreciate all that you said regarding subcontracting. 
And, of course, I think it is well to emphasize continuously the impor- 
tance of subcontracting, but sometimes I wonder if perhaps in our 
emphasis of subcontracting we may develop a psychology that it is 
the only type of contracting that small business should be considered 
for. I am not saying that is true, that it could ever be true. And 
vet it seems to me that we do develop the kind of thinking that catches 
hold among the people out in the country, that not only is subcon- 
tracting a field in which small business can operate, but that small 


2 Full text of letter reproduced in this record as appendix 9, p. 72. 
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business is limited to the field of subcontracting. And out of that has 
grown the deemphasis on the awarding of prime contracts of such 
nature as small business can handle. 

Mr. Pixs. If | may be permitted to respond to your comment: I 
have been down here a little short of 2 years. When I was first shown 
the statistics that had been kept over a period of time on small business, 
I was impressed by the fact that the only statistics we have had in the 
past for a good many years have been on prime contracts. And it 
has only been since I have been down here and had a chance to get 
into this problem that I have realized the importance of what | men- 
tioned just a moment ago, in doing all that we could. And it is a 
very difficult thing to do, because you get into the business of interfer- 
ing with the prime contractors’ business. 

But I think that we have all picked up an example from the Air 
Force and have tried to do a job, each in his own area, where there is 
an additional potential for small business that has never been con- 
centrated on or thought about as far as the statistics on percentage of 
prime contracts that have been awarded in the past are concerned. 

So, from my experience, short as it has been here, this is something 
new. I think itis good. I think it is a new area outside of the prime 
area that requires attention on our part. 

The CHarrRMAN. Now, the percentage figure that you gave a little 
while ago, did that represent the amount of total business, of small 
business? 

Mr. Pixe. No, sir; that was just prime contracts 

The CHarrMan. Those were prime contract figures? 

Mr. Prxe. Yes. 

The CuarrMan, I thought they were, but I wanted to be certain. 

Mr. Prxe. No subcontracting figures there at all. 

The CHarrMaNn. We all recognize the importance of subcontracting 
and the importance of small business in the field of subcontracting, and 
I certainly would not say anything that would belittle that at all. | 
think it is highly important. 

Yet there are some things for us to keep in mind, and that is that 
as these contracts taper off—as they have done since the end of the 
Korean war, and which they will do, I hope, as we level of our defense 
effort—some day we will perhaps be able to start reducing—we know 
that ordinarily it will be the small businesses with the subcontracts that 
are going to be hit first. 

Also, representations have been made to us—and I suppose this is 
true—that a good bit of the expansion that has been taking place has 
been for the purpose of regular integration of the work by many of the 
different plants, that instead of subcontracting they will now do their 
own work. It seems to me all of those things point up to a condition 
that small business has some justification to have fear. 

Would you care to comment on that? 

Mr. Prxe. No. I would agree that that is a situation that has been 
very forcibly called to our attention, and that that is undoubtedly the 
major background and reason for our renewed effort and concentra- 
tion on the subcontracting phase of it, to see that we keep just as 
many subcontractors and multiple sources, wherever possible. 

Again, that is an area in which Mr. Lewis might care to comment 
in connection with this aircraft-production program. 
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Mr. Struts. Subcontracting on aircraft has to go down 4 or 5 eche- 
That would be one 


lons before you get to the small-business man. 


point. 


And just to emphasize what Senator Sparkman has been saying, all 
too often when we follow through on a specific 
subcontracting, we ask why you let such-and-such a firm expand when 
they could have gone out and gotten a small-business supplier. ’ 
are given the answer that the Defense Department and its Armed 
Forces cannot tell a prime contractor how to run his business. 


Now, 


case to find out about 


for that reason I think that the members of this committee 


look somewhat skeptically when all of the emphasis is being placed 
this morning on subcontracting as the place for small business, be- 
cause when we try to run a contract right through we often hear one 
of you gentlemen here say, 
its business, 
out and wants to do it itself, we can’t tell them how to do it.” 

For that reason we are not willing, certainly, to accept subcontract- 
ing as the complete answer, and as the boon of small business that it 
might seem to be. 

Mr. PIKE. 


the impression that this was the complete answer, and certainly what 


vou Sav 


“We cannot tell a company how to run 
if it no longer wishes to subcontract a certain assembly 


It certainly was not my intention, } 


, that this is an area of some difficulty. We have to 


look to the prime contractor, certainly, 
whole finished product. 


Mr. FoGuer. 


The ¢ 


for the responsibility for the 


*, Chairman, may I make a comment? 


Mr. FoGurr. 
and possibly the Small Business Administration and your committee, 
need to give further consideration to is to what 
because part of the development which has taken place in this country 
in the growth of our industry isn’t just the combination of big com- 
panies, it is the growth of companies which, under the definitions which 
are characteristically used, put them into the category of big business. 
And I am not sure that we have got a really good guide and deter- 
mination of what small business is, 

The CHarrMAN. I am sure we haven’t. 

Mr. Foauer. In other words, I think in relation to some of our big 
businesses, businesses that employ possibly a thousand people, that 
3 years ago were employing possibly 300, they are basically small 
business, but they move rather arbitrarily in our definition, perhaps 
with the addition of a Government contract which we may give to 
the company, 


business. 


I think it is possible what we in the armed services, 


is small business, 


they move from small to the classification of big 
And there is a really gray area which I think needs a 


lot of study so that we can get a real picture, so that it is not distorted 
by increasing the contracting or decreasing the contracting to what 
is really small business. 
The CHAIRMAN. 
there is a task force working now on that very problem. 
Mr. PIKE. 
The Cuarrman. By the way, back to this preferential list, 
that been made public, or is it available? 
Mr. PixKe. 


because it is, in fact, a list of our primary weapons of war, and although 


I appreciate that comment. Of course, 


I know there is, and I think it is very important. 


No, Mr. Chairman, that list has not been made public, 


bits and pieces of it have been made public and are known, disclosure 
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of the entire list would be a disclosure of information which we are 
certain would give aid and comfort to the enemy. 

We would be very happy in executive session to present the list 
for your committee’s perusal, Mr. Chairman. 

The CuHarrman. I would like to ask the staff some time, Mr. 
Forsythe or Mr. Stults, to consult with someone of your staff. 

Mr. Pixs. Very well. 

Mr. Forsyrue. I have one observation to make, before we adjourn 
this morning, on this matter of subcontracting. In reviewing the 
telegram and the correspondence* which has gone between the com- 
mittee and the Department of Defense, and the testimony today, it 
seems that great stress has been laid on the subcontracting program 
that was initiated on April 19, 1955. 

Now, tying that in with the new directive 3005.3 and the instruc- 
tions in 3005.4, 1 would like to raise this thought: 

In the subcontracting directive, that only applies in the new plan 
to contractors who hold contracts in the amount of $1 million or more 
You will remember we raised the question of that figure at the prior 
hearing. We were dealing here with contract actions of $10,000 or 
more. That is the value of the contracts upon which we receive 
reports under 3005.4. 

Now, there is a good deal of business that is contracted for between 
the figure of $10,000 and $1 million where the new subcontracting 
program comes in. How are we going to take care of that area as 
far as subcontracting goes? 

Admittedly, the paragraph in the contracts which calls for sub- 
contracting in contracts over $5,000 has no teeth, and is practically 
worthiess. And you can’t force a company or even urge that they 
subcontract under that. 

I am worried about, how your subcontracting programs are going 
to work in the area between $10,000 and a million dollars? I don’t 
see that it is going to apply. 

Mr. Pike. Mr. Forsythe, as we discussed at the last hearing, the 
whole business and problem of getting real teeth into it, as far as a 
reporting system is concerned on subcontracting, is a very difficult 
one. We are in the field of more reports and more responsibilities for 
these companies. That million-dollar figure is just as an arbitrary 
point, so that we wouldn’t have an impossible workload of statistics 
and material that business would have to compile and send in to us. 

I am frank to admit that——— 

Mr. ForsytHe. The question I am raising is that subcontracting in 
the new directive that is given to us assures us that this directive 
3005.3 won’t affect the subcontractor at all, whether the new policy 
applies or doesn’t apply. 

Mr. Prixe. I wonder if I could ask my small-business adviser to 
comment on that. 


2% See appendixes 8, 9, 10, and 11, beginning p. 72. 
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STATEMENT OF JOHN HAMLIN, SMALL-BUSINESS ADVISER, TO 
THE ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND 
LOGISTICS) 


Mr. Hamury. I am John Hamlin, Small-Business Adviser to Mr. 
Pike. 

The new subcontracting policy provides for requesting these com- 
panies to institute programs when they get a contract of a million 
dollars or more that has important subcontracting possibilities 
‘These companies, of course, after adopting a program, may get many 
more such contracts, and also many of the lesser contracts that Mr. 
Forsythe is speaking of may also be handled by the same companies. 
And while there will be many contracts that will not come under this 
program at the start, percentagewise so far as dollars are concerned, 
I don’t think that they are going to be a large part of the total amount. 

Now, this program on subcontracting, as you know, is something 
new, something we are feeling our way into. We are very interested 
init. We know how interested your committee has been in it, and we 
are optimistic about it. 

I personally think we were wise to select the area that we did as a 
starter. It may be that we will want to change that later, but I 
believe that, as the outlook is at present, that it is well contrived to hit 
a larger percentage of the business, and to influence the subcontracting 
in that larger percentage of the business. 

Mr. Forsyruk. The reason I[ raise the question now is because the 
policy is new, and I thought that we ought to be thinking in terms of 
the discrepanceis here, and devise some means before it gets too far 
along to take care of that problem as it arises. 

Mr. Hamury. I think that is something we should watch very 
thoughtfully, and I will be glad to consult with the staff of your 
committee frequently on that. We will watch that and see what 
may be done in that area. 

The CHatrMan. Thank you. 

Mr. Forsytue. Do we have any idea as to what percentage of the 
items on the list that we are talking about are so-called subassemblies, 
are components or parts of major items? 

Mr. Prixe. I wonder if I can ask the Staff Director in my Office for 
Mobilization Planning, Mr. Robert Unkrich, to address himself to 
the question. 


STATEMENT OF ROBERT C. UNKRICH, STAFF DIRECTOR, MOBIL- 
IZATION PLANNING AND STATISTICS DIVISION, OFFICE OF THE 
ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND LOGISTICS) 


Mr. Unxricn. I am Robert Unkrich, as Mr. Pike explained, the 
Staff Director for Mobilization and Planning. 

Senator, with reference to Mr. Forsythe’s question, we do not have 
the percentage, either dollarwise or even by number of items, but I 
could make a rough guess at it. You have already heard that not 
only are there independent items of aircraft, ships, and so on, but 
there are listed aircraft engines, which are subassemblies of the air- 
craft, of course, and weapons, electronics, and other sorts of gear, 
to be mounted on those major end-items. So that, just as a stab at 
it, I would guess that roughly half of the thousand, or under a thou- 








MAINTENANCE OF THE MOBILIZATION BASE 31 


sand, items, might be items that in their end use are to be associat 
with or combined into other major weapon systems 

Mr. Stutts. One question that occurs to me—and it may have 
no relevance—this question occurs to me, and Secretary Pike should 
be able to tell us: 

The Wall Street Journal of vesterday, and the Business Week 
that came out on Friday or Saturday, both contain items that 

The Defense Department has slashed about 10,000 plants from its master list of 
plants lined up to produce top priority military goods in case of war, 

This is the Alphabetical Register of Planned Wartime Materiel 
Suppliers. 

What significance, if any, is there to this cutting of the list from 
40,000 to 30,000 suppliers? 

Mr. Prxe. | think, briefly, I can answer your question by stati 
that this alphabetical list of suppliers has been a part of the cae 1. 
tion-planning effort in the Department of Defense for a good many 
vears. Our office has been engaged in the job of cleaning that up. 
As a matter of fact, it was presented to me just a couple of days ago. 
We have reduced 8 pounds of books and names of companies, and 
so forth down into a little 2-pound version which is up to date 

There were, naturally, lots of companies that built up and got into 
defense work of various kinds, subcontracting and other ways, during 
the Korean buildup. Many of those have gone out of business or 
are not doing defense work any more, so that this publicity that 
you referred to is nothing more than an up-to-date version, with 
fewer companies, naturally, than existed during the Korean war. 

Mr. Stutts. On the other hand, for the last 5 years our com- 
mittee has been holding procurement hearings. We have been 
assured there has been a great effort to bring in more and more 
suppliers and potential suppliers. We assume that you could get 
down to a single sheet of paper, from 8 pounds to 1 little piece of 
paper, if all you wanted was the top 100 concerns that turn out 
about 60 percent of our war goods now. 

Why aren’t there more firms who are potentially able to handle 
war goods instead of fewer firms? 

Mr. Pixe. There are. And that is a program that is being con- 
stantly worked out by the military departments in their mobilization 
production planning effort with all segments of industry. 

We have a different setup now, we have got a different kind of 
shopping list than we had several years ago. And I would guess—I 
would hesitate to make a guess as to whether this list might become a 
larger group or a smaller group as we go ahead under the type of 
procurement that we have with us today. 

Mr. Srutts. I think that this perhaps ties in with what Secretary 
Fogler said. 

Mr. Pixe. We didn’t eliminate any companies from that list that 
wanted to stay on. The list is comprised of firms that have either 
been approached by the armed services planning production officer and 
asked for various types of mobilization requirements that his particular 
service is going to need, or—and most of the deletions, as a matter of 
fact, were ‘of ¢ ompanies who, by their own volition and statement, did 
not want to be included in such a list any more. So it was a cleaning 


up. 
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Mr. Sruurs. We have firms which come to our committee and ask 
how they could get on this list. 

Mr. Pixs. We would be very happy to have you refer those people 
to us, and we can tell them precisely how to go about it. 

Mr. Srutrs. Well, later in this hearing the chief counsel has a 
specific case where 3 little businesses w anted to get on the list so that 
they could bid on something that they were perfec ‘tly ready, willing 
and able to supply, and probably more cheaply than your 3 planned 
sources. They were told that they were not on the preferential 
planned list, or the planned mobilization list, so they just couldn’t do 
a thing about it. It seems to me that that is a strikingly strange 
occurrence, when all of us here have been working so hard for 4 or 
or 6 years trying to get small business as a full partner in any maki. 
zation effort. 

Mr. Pike. We would be very happy for you to refer those people to 
us, and we will refer them to the military department and see to it 
that they see the people that they should see to get on the bidders’ 
list. 

Mr. Forsytue. This particular case happens to be the Air Force, 
and in our investigation on this 3005.3 policy we came across it. It 
all began in April of this year. I might say that no award has been 
made. The officials are still up in the air about what to do with it, 
because SBA came up with the question of whether three additional 
small-business suppliers who were capable of producing should be 
placed on the list of people to be considered. 

The whole question is whether or not they should be included. 

Mr. Pike. May I ask, are you talking about being placed on a bid- 
ders’ list for current procurement, or on a mobilization— 

Mr. ForsytHe. No. They were on the bidders’ list. They wanted 
to get on for this particular procurement. The first thing that tap- 
pened in April 1955, was that the Air Force decided to negotiate for 
various and sundry reasons under section 2 (c) 10 of the Armed 
Services Procurement Act. 

Then we have an analysis of the purchase request for 406 fuel- 
servicing semitrailers, type MJ—1, 5,000-gallon capacity, at an esti- 
mated unit price of $14,683.33, ‘the total estimated price of the 
contract being $7,171,340. 

Then we go into the reason why the three companies involved were 
chosen as the contemplated sources, and there we find a number of 
reasons, the old reasons are given again. It is a so-called emergency; 
the Mallory Base says it had a bac klog requirement of 342 of these 
semitrailers; they need it for an emergency in April. Delivery sched- 
ules are short. Because of the emergency the officers decided that 
under the circumstances they could only go to these companies. 

All 3 could have produced similar products, the same as the gd 
3. They were all on the bidding list to bid on the items in 1954, 
vear ago. And then we come to the request by SBA that they 
placed on the list for consideration for this particular object. 

Then we have some rather interesting statements from the Air 
Force people. They say: 

In determining that solicitation should be limited to three sources, attention 
was directed— 


by SBA— 





| 
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to AFPC No. 10— 

which I assume is Air Force Procurement Circular No. 10 * 

which outlines the policy of using contractors and facilities essential to the mobil- 
ization base. The policy of the Air Force on new negotiated procurements of 
planned items is to integrate current procurements with planned producers t 
the greatest extent possible. 

And they state that because they consider this to be an item on that 
particular list, they are going to stick with the three they have. One 
of the three is not on the list; two that they are considering are on. 

And this further comment which interests us: 

It is not believed that the AFPI which authorizes small business to add names 
was intended to apply to sole-source or limited-source procurements approved 
by the division chief, but rather is intended for advertised or open competitive, 
negotiated procurements— 
which in effect means that they are interpreting the authority of 
SBA to request additional names to mean that it does not apply to 
sole-source items, nor to items where we have just a few suppliers. 

The whole essence of the small-business program and the efforts of 
this committee, and the testimony that was given us by the Depart- 
ment of Defense and the Army, Navy, and Air Force in the hearings, 
was that they would be delighted to get new names and new companies 
in; they don’t like sole sources; they don’t like the sources of three, 
two; they want to broaden them. 

But here directive 3005.3 is being used as a justification to restrict 
and not to grant the authority to add names of competent companies 
to produce. So here is a specific case where 3005.3 has entered the 
picture, and it is being used against the interest of small-business 
firms that want to get on. That is the concern of this committee. 

How many cases like this are there? And this is not anything the 
committee cooked up; this is the documentation of the Air Force 
itself. 

At the present time no decision has been made. This was an 
emergency procurement back on April 14, 1955; we had to have it, 
there was a backlog, and here we are at July 20, and no decision has 
been made, and they are still battling with the SBA on the prop- 
osition as to whether or not these small companies should be added. 

It seems to me that that is a very factual case which can’t be 
disputed, at least the facts can’t, that 3005.3 has been injected into 
procurement to justify a source of three companies. 

I don’t know whether these trailers are on the planned material 
list. It doesn’t impress me as being one of those items that are 
highly technical, complex, and complicated that we are told small 
business can’t produce. 

Mr. Pike. Mr. Chairman, this is the first knowledge I have had 
of such a situation. If we could be furnished with the facts we would 
certainly make an investigation promptly. 

Mr. Sruurs. Would you state that a gasoline trailer truck is the 
kind of item that needs long lead time, conversion, or that it follows 
Dr. Flemming’s five criteria to be on that list? 

Mr. Pixs. I am not able to answer the question. 

Mr. Stutts. In general, would you feel that that is the kind of item 
that 3005.3 was designed to meet? 


25 See appendix 7, p. 66 (Air Force Circular No. 10). 
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Mr. Pike. Well, generally speaking, I would be inclined to say 
“No.” But there might be some aspect of it that is not known to 
me now, that could make that an improper answer. 

Mr. Sruurs. I will say this: I don’t know whether it has a special 
feature, whether it may be able to pump faster than the gasoline 
trucks we see at the National Airport. It occurred to us, the minute 
we saw this file, that when they started talking about semidetached 
trailers to put gasoline in, they were extending 3005.3 pretty far 
down the essential military minimum requirements ladder. 

Mr. Pike. It is certainly one that should be looked into. We 
would be very happy to do so if you would supply us with the essential 
facts. 

Mr. Forsyrne. I am going to give this to Miss Humphrey to give 
to the reporter to make part of the record. And you can see what 
you can do to iron the question out. 

(The correspondence in reference to the contract for 406 semi- 
trailers is as follows:) 


DEPARTMENT OF THE Arr Force 


FINDINGS AND DETERMINATIONS AUTHORITY TO NEGOTIATE CONTRACT APRIL 
14, 1955 


The Department of the Air Force proposes to enter into a contract for four 
hundred and six (406) Fuel Servicing, 5,000-gallon capacity, Semitrailers, Type 
MJ-1. 

I hereby find that the procurement, the estimated cost of which is $7,171,340, 
chargeable to 1955 Fiseal Year Funds, Project P222, is for purchase of specialized 
vehicular equipment, Class 50—J. 

I hereby determine that the above described supplies are urgently required by 
the Air Force, that adequate procurement data is unavailable and it is impossible 
to adequately describe in detail the information required to draft for solicitation 
of bids for formal advertising. 

Upon the basis of the determination and findings above, I hereby authorize the 
negotiation of a contract for this procurement pursuant to Section 2 (c) (10) of 
the Armed Services Procurement Act of 1497 (Public Law 413, 80th Congress). 

These findings and determination have been prepared in accordance with the 
provisions of Air Force Procurement Circular No. 1 dated January 6, 1955. 

Rospert B. MILurr, 
Contracting Officer. 





PROCUREMENT PLAN AND LIMITED SourcE JUSTIFICATION 28 ApriIL 1955 


1. Purchase requests—ML-444165 and ML-444165-1. 

2. Description of supplies —407 each Fuel Servicing Semitrailers, Tvpe MJ-1, 
5,000-gallon capacity, in accordance with Exhibit WCL-872 dated March 15, 
1955. Estimated unit price $14,683.33. Spare Parts, Maintenance Data, Bill 
of Materials, and Engineering Drawings. Total estimated price, $7,171,340.00. 

3. Fund allotment.—Fiscal year 1955, Project No. 222. 57x3200 563-1812 
P222-09 840-604. 

4. Contemplated sources. 

(1) Butler Manufacturing Co., 7400 East 13th Street, Kansas City 26, Missouri. 

(2) The Heil Company, 3000 W. Montana Street, Milwaukee 1, Wisconsin, 

(3) Standard Steel Works, 16th and Howell Streets, North Kansas City, 
Missouri. 

5. Justification for selection of sources.—The equipment listed herein is on the 
Preferential Planning List for Air Foree equipment. The three (3) sources 
recommended are the industrial bases for Air Force Fuel Servicing Semitrailers. 
By selecting one of the recommended sources, the Air Force would maintain a 
present source of supply, preserve essential skilled labor forces, utilize open 
industrial capacity and obtain essential management organization and “know- 
how.” These sources have demonstrated on previous Air Force Contracts for 
similar equipment that they possess the required engineering and productive 
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capabilities for successfully completing a contract of this type _ Pi Division 
requirements Section has requested that deliveries be cor eted DY April 1956 
The recommended sources, having an intimate knowledve of specificati require 

ments and Air Force problems and having produced similar trailers wl have 


undergone First Article Testing, ete., could deliver acceptable iten 
undue delay. 


6. Authority for negotiation See Findings and Determination attache 

ea Type of contract conte mplated, As the three (3) recommended source: 
produced similar equipment, and as the production schedule will be comparative 
short, a Straight Fixed Price Contract is contemplated 

8. Price redete rmination. It is anticipated that competition and previ 3 


procurement experience with similar equipment will preclude the need for a 
form of price redetermination. 

9. Record of previous procurements.—The MJ-—1 is a modified version of thi 
Type F—-6 Semitrailer. There have been no previous procurements of MJ-1 
units. The MJ-—1 differs from the F-6 in that it requires an aluminum tank 
nonferrous piping, an oil servicing system, swivel-type undercarriage and perma 
nent-type filters. The F-7 has basically the same components as the F-6 and 
MJ-—1 but has a smaller tank capacity. The F-7 also has an oil servicing system 
included. The Air Force has procured 2,419 F-—6’s since 1949 from Standard 
Steel Works and The Heil Company. Prices have ranged from $10,177.91 eacl 


to $13,559 each, depending on the amount of GFP and quantities involved 
Butler Manufacturing Co. and the Heil Co. have delivered a total of 1,444 F-7 
to the Air Force since June 1951 with prices ranging from $13,338 to $14,418. 


The latest contracts and prices are as follows: 


F-7, June 1953, AF33 (600)—25732, 337 each, Butler Mfg., at $13,338 
F-7, June 1953, AF33 (600)—25717, 400 each, Heil Company, at $13,300. 
F-6, June 1954, AF33 (600)—27644, 274 each, Standard Steel, at $11,081 


The price of the MJ—-1 would be approximately $4,000 higher than the F—6’s 
due to higher cost for aluminum tank, nonferrous piping and swivel-type axles, 
However, maintenance costs will be greatly reduced due to elimination of 
requirements of tank and piping and excessive tire wear, over a period 

10. Delivery schedule-—Purchase request desires delivery of 50 each in Novem! 
1955, 57 each in December 1955, and 75 per month thereafter until completion, 
WADC has interjected First Article Testing requirements; therefore, the request 
for Proposal will request First Article to be delivered within ninety (90 days from 
date of award and Production deliveries to commence ninety (90) days after First 
Article approval and completed at the rate of sixty (60) units per month. 

11. Estimated date of award.—lIt is anticipated that an award will be placed by 
June 30, 1955. 

12. First article requirements.—The Contractor shall submit the first unit pro- 
duced to preproduction tests specified in Exhibit WCL-—-872 with the exception 
of the environmental test requirements. After completion of tests, Contractor 
shall submit test reports and first unit to WADC. WADC shall conduct en- 
vironmental tests. First Article testing time will consume approximately ninety 
(90) davs. The MJ-1 will become classified as Standard, Category B. 

13. Engineering evaluation.—An engineering evaluation will not be required 
in this instance in that all three sources recommended have demonstrated ability 
to produce Air Force refuelers. 

14. Other.—It is intended that Continental PC60—-5 Packette Engines will be 
made available to the successful Contractor as Government Furnished Equipment. 


R0BERT E. Hickey, 


Contract S pe cialist. 


RosBert B. MILLER, 
Chief, Special Purpose Ve hicle Section. 


OuHMER E. MILLs, 
(For P. C. Palmer, Lt. Colonel, USAF, Chief, Equipment Branch 


ROBERT E. LEE, 
Colonel, USAF, Chief, Airlines, Maintenance and Service Contracts 
Division. 
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PR No. 444165—Fvet Servicina SEMITRAILERS 


To: MCP-5. 
From: MCLSDP. 
Date: May 13, 1955 


». 
Attention: M. L. Johnson. RCO/bjb/PE-1/B16/Area B/33133 


1. It is requested that the following small business concerns be added to the 
source list for procurement of Fuel Servicing Semi-trailers, PR No. 444165. 

(1) Delaware Steel Fabricating Corp., Wilmingon, Del. 

2) The Steel Products Co., Savannah, Georgia 

(3) Springfield Body and Trailer Co., Springfield, Mo. 

2. This is in addition to the sources named in the procurement plan dated 
April 28, 1955. The contemplated sources named in the procurement plan are, 
(1) Butler Manufacturing Co., (2) The Heil Co., and (3) Standard Steel Works. 

3. This request is made in accordance with AFPI 51-104 (b) (3) (D) (1V)c. 

R. C. OwEns, 
For L. M. Barcy, 
Representative-in-Charge, Small Business Administration, 
Wright-Patterson AF Base, Ohio. 


COMMENT NO, 2 
To: MCPMPS. 
From: MCP-5. 
Date: May 16, 1955. 
Mr. Rattenbury/js 
23222/B16/Post F-6 

1. In reviewing the procurement plan covering the subject Purchase Request, 
it is noted that Paragraph 5 states that the three sources recommended are the 
industrial base for Air Force Fuel Servicing Semitrailers. If such an industrial 
base has been established, the maintenance of a bidders’ mailing list, as provided 
for in ASPR 2-204, becomes a meaningless gesture, and those manufacturers who 
have complied with established procedures and registered their companies on this 
list have wasted their time and effort. 

2. Of the three contemplated sources listed in paragraph 4 of the procurement 
plan, two are listed on the Preferential Planning List of September 1954 as 
planned sources for the F-6 Fuel Servicing Semitrailer. The other contem- 
plated source is not listed as a planned source for this or other models of the fuel 
servicing semitrailer. 

3. On the basis of experience on a previous procurement for a similar item, the 
F-6 Fuel Servicing Semitrailer, which was procured on RFP 33-600—-54, award 
date June 1, 1954, there may be some justification for limiting the source list. 
In this previous procurement, 101 firms were solicited while only 7 quotations 
were received. With respect to the limitation of the source list, reference is made 
to AFPI 51—102.2 (ec). 

4. The addition of the sources requested by the Small Business Administration 
in comment No. 1 is not unreasonable since these concerns submitted engineering 
proposals and quotations on the procurement referenced in paragraph 3 of this 
comment. It is recognized that these concerns are not listed on the Preferential 
Planning List, but neither is one of the concerns contemplated by the buyer as 
a source for this procurement. 

G. H. Ratrensury, 
M. L. JoHNSON, 
Executive for Small Business, 
Directorate of Procurement and Production. 
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May 24, 1955 
Memorandum to: Col. Robert E. Lee. 
Subject: Justification of Limited Source Procurement 

Procurement Plan P-—219, initiated by Equipment Branch, limits solicitation 
for bids to three (3) sources for the initial procurement of 407 each Type MJ-1 
Fuel Servicing Semitrailers. Said Plan has been approved by the Division Chief 

Small Business takes exception to limiting source list to the industrial bases 
proposed in the Procurement Plan. Disposition Form, Comments No. | and 2, 
from Small Business Administration (MCLSDP) and Small Business Office 
(MCP-5), respectively, requests that three ‘“‘smell business’’ firms be added to 
the source List. Comment No. 1, dated May 13, 1955, cites AFPI 51-104 (| 5 
(D) (IV)-e as authority to add names. Comment No. 2, dated May 16, 1955, ad- 
vises the three small business firms should be solicited since they quoted on a simi- 
lar item (an F-6 Refueler) which was awarded to Standard Steel Works in June 
1954. 

It is not believed that the AFPI which authorizes Small Business to add names 
was intended to apply to sole source or limited source procurements approved by 
the Division Chief, but rather is intended for advertised or open competitive nego- 
tiated procurements. ASPR 2-204 as referenced in comment No. 2 from MCP-—5 
provides for maintenance of a bidders’ mailing list, but with respect to advertised 
solicitations. Section 3 of the ASPR covering negotiated procurements outlines 
maintaining lists similar to those used in formal advertising where it is practical 
and consonant with other DOD policies. 

Prior to preparation of the Procurement Plan, consideration was given to the 
method of procurement and to the number of sources to be solicited. Sole source 
to Standard Steel Works could have been justified in that Standard Steel Works 
is presently producing a similar item (an F—6 which incorporates many of the fea- 
tures to be required in the MJ—1) and has done considerable engineering on a 
vehicle equal to the MJ—-1 (ECP No. STST-—90). In the interest of obtaining a 
competitive price and maintaining “‘good will’? with the other industrial bases for 
Air Force Refuelers, limited source procurement was selected. Pursuant to AFPI 
3.101.53 (d), the Contracting Officer prepared the limited source list. In making 
the determination to limit sources, consideration was given to 

(a) Data available. 

(b) Maintenance of industrial base. 

(c) Engineering “know-how” required. 

(d) Delivery requirements. 

(e) Preservation of skilled labor forces, industrial capacity and essential 
management organization. 

(f) Previous procurement experience. 

It must be pointed out that this procurement differs from the previous pro- 
curement of F—6 units referred to in Comment No. 2 dated 16 May 1955.  Speci- 
fications and drawings were available for the F—6. An F-—6 was to have heen 
loaned to the successful bidder and “‘Chinese’’ copies were to bave been fabricated. 
An engineering proposal was not required in that the the design was “‘fixed’’. In 
this instance, however, drawings are not available. An “engineering performance 
exhibit”? represents data available. The successful bidder will have to design a 
unit which, while similar to the F—6, will incorporate an aluminum tank, non- 
ferrous piping, centralization of controls, permanent type filter, swivel-type 
undercarriage, etc. Wright Air Development Center advises that if competitive 
bids were to be solicited from sources who have not previously proved engineering 
capabilities, engineering proposals should be required. Further, if awarded to a 
“new” source, WADC requires that three (3) First Articles be procured in lieu of 
one First Article required from an industrial base. 

The equipment to be procured is required to meet initial activation and 
Material Reserve Shortages. Mallory AF Station, the prime depot, has advised 
of a backlog of 300 orders at this time. Requested delivery schedule established 
by Supply Division calls for deliveries to commence in November 1955, completed 
by May 1956. Listed below is a comparative schedule outlining three possible 
awards and resulting deliveries. The first column covers awarding to a previous 
producer on limited competition; the second column shows award to a previous 
producer after unlimited competition; and the third column outlines schedule if 
awarded to a new source: 
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Col. 1 Col. 2 Col 

Award of contract Tuly 1, 1955 Aug. 15, 1955 Aug. 15, 19 
Ist artick lelivery Oct. 1, 1955 Nov. 15, 1955. Jan. 1, 195 
WADC test schedul Dec. 1, 1955 Jan. 15, 1956 Apr. 1, 1956 
Ist production unit Feb. 1, 195¢ Mar. 15, 1956 Aug. 1, 195+ 
Units delivered in 

February 195 - 30. None_. None 

March 1956 15 1S None 

A pril 1956 0) ' None 

May 1956 60 60 None 

June 1956 60 6 None 

July 1956 io 60 None 

August 1956 60 0) 30 

September 1956 32 6 45 

October 1056 47 Ho 

November 1956 60. 

December 1956 6p 

January 1957 60 

February 1957 ‘ 60. 

March 1957 ‘ . 32. 


In determining that solicitation should be limited to three sources, attentio 
was directed to AFPC No. 10 which outlines the policy of using contractors and 
facilities essential to the mobilization base. The policy of the Air Force on new 
negotiated procurements of planned items is to integrate current procurements 
with planned producers to the greatest extent possible. Standard Steel Works 
and The Heil Company are producers of an item listed on the PPL. Preparedness 
Branch, Industrial Resources Division, has advised buying personnel, this 
Branch, of the omission of the F—7 Fuel Servicing Semitrailer from the PPL 
due to an oversight and averred that the F—7, which has been on the vital items 
report since November 1953, would appear on the forthcoming PPL. Butler 
Manufacturing Co., producer of the F-7, is to be considered part of the industrial 
base for Air Force Refueling Units. 

It is the opinion of the Contracting Officer that the lowest responsive competi- 
tive bid can be received by limited source solicitation. On most recent procure- 
ment (June 1954) for a similar item (F—6), 101 sources were solicited. Standard 
Steel Works was low bidder. The Heil Company, second low bidder, was 
$271,480.00 lower than the next bidder. 

P. C. PaLMeEr, 
Lieutenant Colonel, USAF, Chief, Equipment Branch. 





PR MI—444165—FvuetL Servicina SEMITRAILERS 


COMMENT NO. 3 
To: MCP-5. 
From: MCPMP. 
Date: June 1, 1955. 
R. Hickey/hh 
35270/B16/Post E-2 

1. Having reviewed comments 1 and 2 from MCLSDP and MCP-—5 respec- 
tively, Airlines Maintenance and Service Contracts Division is unable to concur 
in request of Small Business Administration to add sources to the list of limited 
sources set forth on the procurement plan. 

2. Forwarded for your information is copy of Memorandum from Equipment 
Branch to Colonel Lee, Division Chief, outlining reasons for restricting competi- 
tion in this instance. The method of procurement as reflected and justified in 
this correspondence is considered to be in the best interests of the Government. 

3. The Contracting Officer has been authorized to proceed pursuant to the 
approved procurement plan. 

P. C. Patmer, Lieulenant Colonel, USAF. 
(For Robert E. Lee, Lieutenant Colonel, USAF, Chief, Airlines, Main- 
tenance and Service Contracts Division). 


) 
| 
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COMMENT NO. 4 
To: MCPMP. 
Through: MCP-5. 
From: MCP-2. 


Date: June 13, 1955. 


JWS 

1. There appears to be nothing in the present reg 
inclusion of competent small-business firms from solicitation for planned 
in connection with maintaining a mobilization base In fact, Air Force Pr 
ment Circular 10 contemplates some change will take place in planned pr 
depending upon their ability to stay competitive in pr “x, q 

2. It appears that the delivery requirements of this procur 
as to preclude other than planned producers from physically meeting these re 
quirements especially when qualification tests are required Air Force Procure 
ment Instruction, paragraph 51-—104.3 (D) (iv) (c) page 5106.1 and the procedur 
set forth in AF PI 51-204 seem to be predicated on the basic policy as expressed 
in AFPI 51-203. It is therefore req ue sted that the del rv and test require 


ments of this procurement be verified and if it is determined that they are para 
mount in this procurement, the Small Business representatives at this Directorat: 
be so informed granting them an opportunity to withdraw their request fe 
additional proposals. 

3. This office finds no reason to suppose that planned producers of planned 
items automatically precludes the inclusion of other bidders in a proposal, | 
that the pertinent facts in the case must be first evaluated It is however 
established that planned producers for planned items must be solicited 

JoHn W. ScHWINN, 
Assistant to Director, Procurement and Production 


PR ML-444165-——-FvueE.L SERVICING SEMITRAILERS 


COMMENT NO. 5 
Mr. Rattenbury } 
24230 B16 Post ] t) 
To: MCPMP. 
From: MCP- 5. 
Date: June 14, 1955. 
Forwarded for your consideration pursuant to comment No. 4. 
M. i, JOHNSON, 
Executive for Small Busine 
Directorate of Pro rement and Prod ict 


ML—444165—MJ-1 Furent SerRvIcING SEMITRAILER 


JUNE 17, 1955. 
To: Mr. Mosconi, Chief, Vehicle Section, Fuel Servicing Branch, WADC 
WCLEF-3. 
From: Mr. R. E. Hickey, Buyer, MCPMPS. 

Mr. Hickey called Mr. Mosconi to obtain WADC’s opinion concerning First 
Article requirements for the MJ-1 Fuel Servicing Semitrailer. Mr. Mosconi 
stated he had talked with Mr. Chet Maple, Assistant Chief, Fuel Servicing 
Branch, and that Equipment Laboratory could not waive First Article require 
ments as established on subject PR. 

Mr. Mosconi advised that experience of WADC indicated that ‘new’ sources 
required from sixty to one hundred-twenty days longer to qualify a First Article 
than a company who had already qualified a similar type vehicle. This was due 
to failure to obtain proper coordination and being unfamliar with Air Force require- 
ments and procedures rather than not being technically able to produce a suitable 
vehicle. 

Mr. Mosconi believed that if Supply requirements spelled ou: an urgent de- 
livery schedule, that it would be to the best interests of the Government to award 
a contract to a present known source. 
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It was further stated that if unrestricted bids were solicited technical proposals 
should be solicited for engineering evaluation. This requirement would not 
necessarily apply to planned producers since their engineering skills are already 
known to Equipment Lab personnel. 


R. E. Hickey. 





MEMORANDUM FOR THE RECORD 


Subject: PR No. ML—444165, Fuel Servicing Semitrailers. 
Date; June 17, 1955. 


1. Pursuant to paragraph 2, comment No. 4 of DF dated June 13, 1955, from 
MCP-2 to MCPMP through MCP-—5, the undersigned contacted Mr. Russell 
Hall, Deputy Chief, Equipment and Automotive Branch, Programs and Re- 
quirements Division, Directorate of Supply concerning delivery requirements for 
the subject equipment. 

2. Mr. Hall contacted the Mallory AF Depot and reported the following: 

“The quantity of 300 refueling trailers reported to be on back order in com- 
ment No. 3 of DF dated April 6, 1955, from MCSRE to MCPMP have now in- 
creased to a total quantity of 342 units on back order. This requirement repre- 
sents initial issue to using organizations plus mobilization shortages. Of this 342, 
242 each are required for initial issue to using organizations, which are very 
urgently in the need of this refueling equipment. .The minimum delivery ac- 
ceptable to Supply, which, represents a compromise of Supply’s requirements be- 
cause of the long period of coordination of the original PR with WADC for 
specification preparation is 50 units in November 1955, 50 units in December 1955 
and 50 units per month thereafter until all quantities are completely delivered. 
This schedule reaffirms TWX MPSCBG2-04-69-E from Mallory AF Depot 
dated April 14, 1955.” 

3. Mr. Hall indicated that he felt that the urgency of delivery precluded the 
possibility of considering a new supplier for this particular requirement. In the 
event it is determined to solicit bids from other than those producers in the in- 
dustrial base, Mr. Hall has requested that the Directorate of Supply be given an 
opportunity to review such determination. 

OumeER E. MILLs, 
Deputy Chief. Equipment Branch, 
Airlines, Maintenance and Service Contracts Division. 


COMMENT NO. 6 
) Mr. R. FE. Hickey/1jr 


35270/B16/Post E-2 
To: MCP-5 (RR). 
From: MCPMPS. 
Date: June 21, 1955. 


1. Pursuant to the request of MCP-2 referenced in comment No. 4, paragraph 2, 
dated June 13, 1955, the Procuring Branch has again contacted the Directorate 
of Supply concerning delivery requirements and Wright Air Development Center 
concerning first article testing requirements. 

2. Mr. Russel Hall, Programs and Requirements Division, Directorate of 
Supply, Headquarters, AMC, has advised per telecon dated June 17, 1955, that 
Supply feels the urgency of deliveries preclude the possibility of considering a new 
supplier at this time. Mr. Hall contacted Mallory Air Force Station, which repre- 
sents the responsible supply class for this equipment, and was informed that the 
backlog of orders reported April 6, 1955, as being 300 vehicles has now reached 
342 units of which 242 are required for initial issue to using organizations. The 
minimum delivery acceptable to Supply as referenced in Teletype MPSCBG2- 
04-69-E dated April 14, 1955, was reaffirmed. Supply’s schedule of deliveries 
would commence in November 1955 and be complete in July 1956. 

3. Mr. Pat Mosconi, Aircraft Servicing Branch, Equipment Laboratory, 
WADC, advised per telecon dated June 17, 1955, that engineering approval for 
production quantities would be predicated on first article testing and approval, 
and this requirement couid not be waived. Mr. Mosconi stated that it had been 
his personal experience that “new’’ sources require from 60 to 120 days longer 
to qualify under a performance type exhibit than sources who had similar articles 
previously accepted by the Air Force. This he attributed to the lack of expe- 
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rience with Air Force requirements and testing methods rather than the technical 
ability of a new source. It is the opinion of WADC that if production quantities 
are urgently required it would be to the best interests of the Government to 
award a contract to one of the present producers of the F—6 or F-7 Fuel Servicing 
Semitrailers. 

4. The Procuring Branch, as stated in comment No. 3 dated June 1, 1955, has 
solicited quotations from the three (3) present Air Force Refueler producers. 
Their bids will be received June 20, 1955. Based on receiving an acceptable 
quotation therefrom, MCPMPS would be in a position to award a contract by 
August 1, 1955. This would enable delivery of the First Article in October 1955 
and contract could be completed by September 1956, approximately sixty (60 
days later than the schedule requested by Supply Directorate. Permission to 
use overtime would improve this estimate. To solicit additional sources at this 
time would delay requesting bids until August 1, 1955. This delay would be 
caused by time to print additional Request for Proposals, obtain bid sets (spec- 
ifications, drawings, etc.) and the present workload and vacation schedule within 
the Branch. To solicit additional sources at this time would delay opening of 
bids until September 1, 1955. Assuming the First Article would not require 
rework nor be rejected, contract would be completed by a new source in June 
1957. Use of overtime might also better this schedule. 

5. Based on the foregoing information the Procuring Branch requests that the 
additional names be withdrawn from consideration as this action appears to be 
to the best interests of the Government. 

6. It is requested that a Small Business Coordination Sheet, AMC Form 261A, 
be forwarded to Buying Section at earliest convenience. 

Gorpon H. Ty er, 
(For Robert E. Lee, Colonel, USAF, Chief, Airlines, Maintenance and 
Service Contracts Division). 





COMMENT NO. 7 
Mr. Rattenbury/js 
24230/B16/Post F-6 
To: MCLSDP. 
From: MCP-5. 
Date: June 23, 1955. 


Forwarded for your consideration pursuant to paragraph 5 of comment No. 6, 


M. L. JoHNnson, 
Executive for Small Business, 
Directorate of Procurement and Production. 


PR No. 444165—FvueE.L SERVICING SEMITRAILERS 


COMMENT NO. 8 
To: MCP-5. 
From: MCLSDP. 
Date: July 14, 1955. 
(Attention: Mr. M. L. Johnson.) 
Mr.Owens/bjb/PE-—1/B16/AreaB/33133 

1. Reference is made to comment No. 6, paragraph No. 5, dated June 21, 1955. 
This office declines to withdraw the request for the inclusion for consideration 
the three (3) small-business concerns named in comment No. 1 dated May 13, 1955. 

In accordance with current Air Force Procurement Instruction 51-104 (b) (3) 
(D) (1V)ec, the Small Business Administration has the privilege and responsibility 
to submit names of additional small-business concerns to be included on a source 
list. 

2. Based upon the information presented by procurement officials in previous 
comments and attachments, this office cannot establish the validity of the 
alleged urgency factor of the subject procurement. There is no data in the pre- 
ceding comments and attachments as to the availability from existing inventory 
and from existing production contracts of similar type equipment that could be 
used to fill the alleged back order referred in comment No. 6. 

3. Small Business Administration declines the procurement official’s request to 
withdraw its request for inclusion of three (3) small-business concerns to the 
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source list because we cannot realistically determine the urgency of the procure- 
ment from information presented; it is, therefore, requested that the matter be 
referred to Mr. John W. Schwinn, Assistant to Director, Procurement and Pro- 
duction, for final determination of urgency factor and disposition of SBA’s 
request for inclusion of additional names of small-business concerns. 


L. M. Barcy, 
Re prese niative in ¢ harae SNmall Busine ss Administration, Wright-Patte rson 
AF Base, Ohio. 


Mr. Forsyrnue. In reading Dr. Flemming’s order, he listed a 
criterion in terms of items. Why wasn’t that included in the De- 
partment of Defense mobilization policy? 

Mr. Pike. Of course, any statement of policy issued by the Office 
of Defense Mobilization automatically becomes a policy of the 
agencies involved or affected. Our attempt, in implementing it, 
was to spread out a bit and do as effective a job for Defense in par- 
ticular, so we do not attempt to repeat everything that has already 
been stated in the original primary policy. 

Mr. Forsyrue. I am not sure, however, that your criteria set 


up in 3005.3 are not much broader in scope than the cirteria set 
down in ODM’s order. 


STATEMENT OF JACK L. STEMPLER, ASSISTANT GENERAL 
COUNSEL, DEPARTMENT OF DEFENSE 


Mr. Srempter. I think we took only what related to current 
procurement. DMO VII-7 deals with other things than current 
procurement. 

Mr. Forsytrue. This particular order is to be applied to current 
procurement wherever possible. And the list of criteria as to items 
they are concerned with, and there are no criteria of items in your 
directive. You can bring in a lot more items under your directive 
than can be brought in under ODM’s order. 

Mr. Pike. I don’t believe I understand precisely what you have 
in mind there. 

Mr. Forsytrue. I will give you a copy of Dr. Flemming’s order 
(ODM VII-7). The reason that it is important is that all the 
correspondence we have had assures us that this only deals with a list 
of items as far as the Department of Defense is concerned. A 
criterion was laid down in this order on the items. Now, if this is 
only concerned with items, the question is, Why wasn’t it included 
in the directive of the Department of Defense? 

Mr. Srempter. We have another directive on the preferential 
planning list. 

Mr. Forsyrue. 3005.4.% 

Mr. Srempuer. If you are talking about the criteria which lend 
themselves to the selection of those items, which should be encom- 
passed in the preferential planning list, that is contained in another 
directive which sets forth how you will arrive at the item. 3005.3 7 
related only to implementing the current procurement phase of those 
items with our mobilization plans. As to what will go into the 
preferential planning list, that is already established. 

Mr. Forsyte. Do you have copies of those available? 


26 See appendix 3, p. 56. 
27 See appendix 2, p. 55. 
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Mr. Srempter. We will make them available for the record 
Mr, Pike. I can supply for the record the criteria for the items 


on the preferential planning list. We can give you the full directive 
on that for the record later. The items on ihe prerrneneees plannin 

list are those which are necessary for (1) s veal and retaliation; 
2) maintenance of health; (3) combat efficiency. In addition, items 


must meet one or more of the following criteria: (1) Require either a 
long lead time or involve a long manufacturing cycle; (2) are not 
currently in production or will be required in quantities far in excess 
of peacetime production ; (3) require the conversion of an Industry 
or of a number of plants within an industry; (4) involve materials or 
techniques essentially different from those in current vears; (5) involve 
items on which industry does not have production experience 

Mr. Stuuts. What are you reading from there, sir? 

Mr. Pike. I am reading the criteria that are listed in our Depart- 
ment of Defense directive, setting up this preferential planning lis 
We will be happy to provide a full copy of the directive for the record 

Mr. Sruuts. So that all the items of the Department of Defense 
should fall in one or more of those criteria, which were also listed 
VII-7. 

Mr. Pike. Yes. 

Mr. Forsyrue. And 3005.3 has to be read with that other directive 
before you, before you get the true scope? 

Mr. Stempuer. If you want to go to the extent of 3005.3, it states 
you will apply this to the items on the preferential planning list. If 
you want to go further and say what types of items are on the list 
and how did you arrive at them, then you have to go to the other 
directive to see the criteria used in selecting the items that went on 
the list. 

Mr. Forsytue. How does a firm who is not producing something 
suppose they are producing something on the qualified preferential 
planning list, how do they get into current procurement of those 
items? Do they have to pass any criteria themselves? Who do 
they see? 

Mr. Pixs. They talk to the preocurement officers in charge of the 
type of material involved, and go through the regular process of 
vetting their names on the bidder’s list. 

Mr. Forsytrue. Now, in this one case, one company is considered 
not to be eligible to produce this item on the list and vet they do 
produce those items. 

Mr. Pixs. | am sorry but I can’t address myself to that, because 
I don’t know enough about the description of the vehicle or the item 
involved to be able to answer. We can certainly comment on that 
situation if you will give us all of the details. 

Mr. Stempcter. What that amounts to, the situation you are re- 
lating, as far as I can figure it out, is that the Air Force decided to 
go into negotiation for the item in question and they selected 3 com- 
panies to negotiate with and there are 3 others that want in. And, 
as far as you have been able to ascertain the Air Force hasn’t felt 
free to let the three other in. Do you know the first three that are in. 
Are they all large business? 

Mr. ForsytHe. One is small, two are large. 


28 See appendix 4, p. 58. 
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Mr. Stempter. And the 3 others that want in are all small, and 
certain reasons have been given that the other 3 small-business people 
are not eligible because they are not on a certain list. 

Mr. Forsyrue. Now, a further distinction has been drawn between 
the 2 large and 1 small. The two large are considered to be competent 
to produce this item on the list, but the small ones, there is some 
question about. 

Mr. Srempier. It is hard for me to conceive that the Air Force 
would enter into negotiations with a supplier which they have deter- 
mined in advance to be incompetent to supply. 

Mr. Srutts. Not incompetent, but it is not on the approved list of 
suppliers. 


STATEMENT OF G. W. MARKEY, JR., ASSISTANT TO THE GENERAL 
COUNSEL, DEPARTMENT OF THE NAVY 


Mr. Markey. Is a qualified products list involved?! 

Mr. Forsyrue. That is not mentioned. The qualified products list 
is not an element that applies in the field. 

Mr. Pike. I am afraid we can’t do much with this until we study 
the whole thing. 

Mr. Stuuts. The basic philosophy behind VII-7 and also 3005.3 
seems to be to keep a group of people in production so that when 
somebody hits us, we will be ready to go into production. As I 
understand it, basically that is it. You want to be assured of produc- 
tive capacity, a mobilization base, or whatever you want to call it. 
Now, somewhere along the line you have got to determine whether— 
and this seems to be what bothers us—you are going to keep some 
people in business to be sure that they are going to be around on 
D-day. You are going to have to discriminate in their favor, and tell 
other people, ‘‘we are sorry you are out.’”’ It would seem to me that 
if that is not the case, then there is no meaning for 3005.3. 

Mr. Stempter. I will give you acase. Say, for example, you want 
the production of X item, and you have got two suppliers, and you 
have a new procurement coming up and you examine your mobilization 
base and find out you have two. You examine your requirement, 
and your potential for it, your dispersion aspects of the problem, and 
you decide it would be wise to have a third source of supply. In that 
case, you can negotiate a contract with a third source of supply and 
bring him in. Then you would have three sources. 

Mr. Stutts. Now, in a situation where possibly you have got 18 
people who might produce item X, and you don’t have enough 
business to keep 18 people in production from now until D-day, what 
would happen in that case? 

Mr. Sremp.Ler. You would have to make a determination at the 
outset as to how much production you need on D-day. Perhaps, 
you only need six suppliers. In that case, you would only take 
action to keep six going, and you would take the lowest economic 
producers of the six, taking into account dispersion and the other 
factors. And the others you don’t need. 

Mr. Sruutrs. The other 12 you don’t let on the bidders’ list? 

Mr. StempLer. You might let them on the bidders’ list to compete 
with the six you need, but you can’t maintain more than you need. 
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Mr. Sruuts. I think that answers my question. And what you 
are doing is making a judgment that there are six that you need and 
about 12 that you do not need? 

Mr. Stemp_er. But to make the judgment as to the six, we don’t 
pick them by name. 

Mr. Srutts. Now, comes the current production on item X, you 
choose the six low bidders, is that right? 

Mr. Srempcer. Well, that would be one of the strong criteria. 
But if the 6 were located in 1 area. 

Mr. Srutts. Suppose you let another contract for item X, an 
additional bid, and there happens to be six other firms that are low. 
That means that your first contract is running out, the production is 
completed on it. Those folks may be going out of business, or at 
least they aren’t going to stay in production of items, because six 
others on your bidder's list are in time found to be best qualified 
because of price and other criteria. Do you accept them then—do 
you accept their bids and let the first 6 go out of business, or do vou 
figure that you have chosen the first 6 and keep them going? 

Mr. Srempter. Well, your example is just hypothetical. They 
don’t go out of business by the end of a month. 

Mr. Srutrs. Not by the end of the month. This is an item you 
procure every year, for example. It seems to me that what we have 
got to do is make a choice as to whether under 3005.3 vou are going 
to carry sick people all the way through, the same way the Air Force 
started long ago thinking they needed the airframe manufacturers 
to be kept in business. If that is the case on a thousand items, what 
we want to know is, is every one of those manufacturers essential as 
an independent manufacturer? We would guess that on gasoline 
tanks——— 

Mr. Pike. The overall purposes for a policy that is quite broad that 
would include all sources that might be available for production at 
the time of mobilization, whether they were currently in production 
or currently planned as sources or not. And the directive is really 
aimed at strengthening sources, making them more numerous, better 
dispersed, and less concentrated. 

Mr. Strutrs. But once you have made that decision, do you con- 
tinue as procurements are scheduled along over a pe ‘riod of 3 or 4 
years to keep those original people in, or let new people in? 

Mr. Pike. There is no intention of freezing anybody or any company 
into a preferred position at all. Competition still basically is the 

Mr. Stutts. So if we find a case where a company wants to bid and 
they are told they cannot come in and bid because the current procure- 
ment is being directed toward maintaining the mobilization base under 
3005.3, we are to send them to you and say that is a wrongful use of 
3005.3, is that correct? 

Mr. Pike. Well, again you state a hypothetical case. But in 
general anybody that comes to see you that feels they are being 
militated against unfairly by this policy, by all means please direct 
them to us. 

Mr. Forsytue. Well, we had another case a few weeks ago, and 
we are still working on it, where a man in a small-business concern 
which has been making these units which eject the pilot out of the 
cockpit—that is an ordnance procurement item for Air Force—and he 
had been successful on his prior contracts. We had no reports other 
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than favorable ones from Ordnance that he hadn’t done a good job 
for his delivery schedule. The quality of his work was good. And 
he was told last week that he can’t be considered for the contract that 
is coming around now, because he is not considered to be essential to 
the mobilization base, that there are certain other suppliers up in 
New Jersey who are more essential to that base. And we are checking 
that to find out whether that is factual, or whether somebody told 
him the wrong story. 

Mr. Pike. That is right, you have got to document and get all the 
essential facts on each case. 

Mr. Srutts. We have had a case involving such things as Navy 
blue jackets, utility caps, men’s blue coats, jumpers, from the Navy 
purchasing office in Brooklyn, where SBA said, “These things have 
been under joint determination, we would like a JD on it,’’ and they 
were told by the chief of the Navy purchasing office in Brooklyn that, 
“We cannot give you full set-aside, you will have to take a partial 
JD, because we now have large-plant producers on bidders list, and 
we are required to allow the large bidders who are on the plant- 
producers list to come in on them.” 

Now, does that follow your policy? 

Mr. Pike. That sounds like we are getting away off the subject 
here. I am quite certain in the first place that there is no ordinary 
clothing item on the preferential planning list. This is a list essen- 
tially, of hard-to-get, survival-combat types of things. 

Mr. Sruuts. That is why we are questioning you. When we are 
told that there are planned-mobilization suppliers, ‘“The policy is to 
keep planned mobilization suppliers around, they have to be large 
business, therefore we cannot have a hundred percent set-aside.” 

Mr. Prxe. Again, if you give us all the allegations and let us 
investigate the situations, why we would be most happy to cooperate. 

Mr. Forsytue. The thing that disturbs us, this mobilization base 
policy seems to be injected as a reason in all of these cases. 

Mr. Pike. One of the reasons we injected it into this policy that the 
determinations had to be made at a level high enough up (that was 
to be designated by the Procurement Secretary) was just to avoid 
such improper uses of this directive on procurements that weren’t 
of a nature contemplated in the directive. 

Mr. Srutts. The Procurement Secretaries themselves, or in the case 
of Secretary Fogler, Admiral Royar, are the ones who would have to 
review every one? 

Mr. Pixs. That is correct, yes. 

Mr. Stutts. How many contracts have been let so far under 3005.3? 
Do you have any idea? 

Mr. Unxricu. Yes, sir. There is a preliminary report without 
detail. I think 173. 

Mr. Struuts. One hundred and seventy-three? 

Mr. Unxricu. The reports actually are not due until the end of 
this month, but the preliminary reading on it is 185, I should say, 
involving apparently about a billion point two. 

Mr. Srutts. Is there any breakdown on those between large and 
small? 

Mr. Unxricu. No. But I believe the Department will have the 
capability to make an examination of that subject for either the new 
contracts, the contracts that are to producers that are new to that 
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item, or that did involve any price differential. The reason we will 
have that capability is that we can get the report of the names of the 
contractors, and we can check them, by size of compart. That is 
sometimes uncertain work—for some it is not easy to find the employ- 
ment data, and some move back and forth across the line. 

Mr. Sruuts. In 185 cases, it would not be very difficult, would it? 

Mr. Unxricn. That is correct. 

Mr. ForsyrHe. In how many cases were price differentials allowed? 

Mr. Unxricn. Apparently 11. And I might also offer the only 
other shred of information I have on the subject so far; that there 

apparently were 58 of the contracts that were to contractors new to 
the current production of thatitem. I may be that they had produced 
the same item at some time in their past history, but the significance 
of that information is that it does show, not a freezing of the group of 
current producers, but movement within, either a spreading or at 
least a shifting of the contracts from one to another. 

Mr. Srutts. That is what we would have to say before the Sec- 
retaries testified today, that they can see no adverse effect on small 
business, they can’t see much effect one way or the other on large or 
small, is that correct? 

Mr. Pike. That is correct, yes. 

Mr. Foeier. Mr. Chairman, I would like to request that these 
cases that have been disc ‘ussed, that the full information on them be 
furnished to us so that we can discuss and act on them on the basis of 
something that we don’t have this morning. ‘Those that refer to the 
Navy, for instance, refer to me. 

Mr. Srutrs. We just made a public announcement that we were 
going into hearing on this subject. They are the first cases we have 
gotten information on. 

Mr. Focier. You don’t mention set-aside; that doesn’t have any 
particular relationship to this particular subject. 

Mr. Srutts. It could have if the set-aside policy was —_ d, 
because of the policy under 3005.3 or the policy under VII—7 

Mr. Focier. The contracting officer may have used the w rene basis 
or made a wrong decision. 

Mr. Forsytue. I think the position of the committee should be 
made clear; that in these cases we don’t know how much bearing 
3005.3 had on these decisions. The point is that certainly every effort 
must be made all the way down the channel of command so that 
contracting officers and other procurement officials don’t give to bus- 
inessmen that come in the impression that 3005.3 is the prevailing 
factor and because of that, they are unable to do business with them. 
That is the damage that can result from this directive, the injudicious 
use of it. And the position of the committee is that every precaution 
will be taken that this directive is not used as a screea or a reason for 
not putting somebody on a bidders’ list, or getting them into a pro- 
curement that they request. It might be some entirely valid reason 
other than this directive, but apparently there might be a quick 
decision stating the directive as a reason. And we get complaints, 
and we have to go back and find out what the real reason was. 

Mr. Markey. It may throw some light on the question to recall 
for the moment the section of the Army Services Procurement Act 
that contemplates just this sort of a situation. I have reference to 
2(c)16, which I will just read briefly. 
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That section provides authority for negotiation where 


the Secretary determines that it is in the interest of the national defense that any 
plant, mine, or facility, or any producer, manufacturer, or other supplier be made 
or kept available for furnishing supplies or services in the event of a national 
emergency, or that the interest either of industrial mobilization in case of such 
an emergency, or of the national defense in maintaining active engineering, 
research and development, are otherwise subserved. 

And, under some of the applications of that section of the law, it is 
necessary—there must be determination made that it is 

necessary to keep vital facilities or suppliers in business; or to make them avail- 
able in the event of a national emergency 


or that it is- 


necessary to maintain properly balanced sources of supply for meeting the require- 
ments of procurement programs in the interest of industrial mobilization. 

And further, one of the limited situations where that authority would 
be available is where 

the interest of industrial mobilization, in the event of national emergency, would 
be promoted by procurement by negotiation with- 

a particular supplier. I think all of that philosophy that was written 
by Congress into the act, as implemented in the armed services 
procurement regulation, is involved in the situation that vou have 
touched on. And while it may not have been specifically mentioned 
as the authority in the given case, I think it may have entered into 
the thinking of the people involved. 

Mr. Forsyrur. Going back to price differentials, what effort — 
how are you going to eliminate problem areas of sole source or sources 
of 2 or 3 to get a ‘yardstock i in getting a fair and just price in the area 
where you ‘allow price diffe rentials? Let’s say that you have 1 
company, or 2 or 3, what measures are you going to take to insure 
that you get a compe titive pric e, or a real pric e? 

Mr. Srempter, On the price situation you realize that when you go 
into—let’s start back a step. Normally, you will buy for fhe lowest 
competitive price. Then vou reach a situation where you want to keep 
another producer in or bring him in to keep another source of supply, 
but he is not capable of producing as low as the other man. Now, 
when you go into this you negotiate with 2 or 3 people, and you use 
your cost experience data to find out what the lowest possible price is, 
and then you talk to your other man who comes a little higher, and 
you do have cost experience. You might get a situation where you 
might want to bring in the third source “of supply and the price differ- 
ential is 50 percent. In that case, you might have to sit down and 
figure very closely whether it is worth that differential to bri ing him in, 
or whether you should go to alternative sources. And then you reach 
a point that you believe is a reasonable price for what this man can 
produce, in the interest of maintaining the mobilization base and hav- 
ing a source of supply, and you award the contract. That is what the 
gentleman just cited. On the other hand, there is no authority for 
paying such a differential for small business per se. If you want to 
give something to small business because it is small business, the law 
does not authorize you to pay 1 penny more than the lowest price. 

Mr. Forsyrue. That is right. That is why I am concerned because 
every time we get testimony we are sure of that fact, that we can’t 
give small business that differential, but we can give it to the large 
companies. 
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Mr. Stempier. We didn’t say large companies 

Mr. Forsytue. The other problem arises from the testimony that 
this committee received back in 1950-51, that the military found 
those areas during wartime and emergencies where price differentials 
were allowed for certain programs, they found the companies that 
were bidding in those areas where price differentials were involved, 
were coming in with negotiated prices that were very close together, 
but what the military considered would be higher than what they 
would have gotten under open competition, and yet in the final 
negotiation, sometimes the military still wasn’t convinced that they 
weren’t the best possible prices in those areas, where price differen- 
tials came in. You have got the same situation, or possibility, here, 
that in certain areas if you feel sure that price discrepancies would 
be involved, you could go into competition. 

Mr. StempLer. We recognized that problem, as you noted in 
Mr. Wilson’s directive. He authorized, as he had to do, the use of 
price differentials under 2 (c) 16, otherwise, vou are incapable of doing 
it. And Congress recognized it. ‘This next sentence said: 

In this connection, comparative price experience should be utilized to negotiate 
the best possible price for the Government 

In other words, even though you realize you have to pay a differen- 
tial to bring the third source in, get the best price you can. 

Mr. Forsyrue. Writing the directive doesn’t mean that the thing 
is going to be carried out. What we are looking for is the re alistic 
implementation of what Mr. Wilson said. The mere fact that he 
put out a directive that had that in it doesn’t mean that it is going 
to be carried out or that it is going to be successful. 

Mr. Srempter. Without volunteering him, perhaps Secretary 
Lewis will give us some of his experience on this, where you have 
another source, trying to get the lowest possible price, and what they 
go through in their efforts to achieve it. 

Mr. Lewis. It is the kind of thinking that goes on all the time in 
the buyer-seller relationship. You would always start out with the 
desire to advertise, but if vou had a difficulty with respect to time, or 
there was an emergency element in the thing, you would then have 
to negotiate. But even there, you would get competitive proposals 
with a lot of cost data, cost breakdown, and from that, from that com- 
petitive process, you develop a sense of values. And you don’t go 
about this business blindly. There are certain things you know. You 
can break a product down and find out what it ought to cost. You 
can look at the record of the producer and see whether he has been 
efficient and competitive in other things, and there are all kinds of 
things to establish your sense of values and make a good judgment. 

The CHarrMan. I wonder if the Army and Air Force would supply 
us with their implementations on directive 3005.3. 

Mr. Marsu. We would be very happy to.” 

The CuarrMAN. Any further questions? 

Senator Thye, do you want to ask any? 

Senator Torr. No; I have no further questions, Mr. Chairman. 

The CuarrmMan. Mr. Stults? 

Mr. Srutts. No, sir. 

The CuarrmMan, Mr. Forsythe? 


29 See appendixes 5 and 7, pp. 60 and 65. 
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Mr. Forsyrue. Have we established to what extent the intent is to 
earry 3005.3 into subcontract items? Is there any thinking on that 
at all? 

Mr. Prxe. I think that perhaps we are getting two directives, or two 
programs, or two ideas confused in that question there. We have asa 
part of our total small-business program a new approach that we dis- 
cussed here with relation to subcontracting. That is an entirely 
separate matter. We have ‘maximum subcontracting’’ mentioned in 
this 3005.3 directive as one criterion which the procurement secre- 
taries, or their authorized designees, should take into consideration 
before using the authority to place an award ‘to other than the lowest 
bidder. 

Mr. Sruuts. I don’t think that we are confusing the issue. These 
are all parts of one procurement picture: how is small business going to 
fare in military procurement? I think you will agree with that. 
What we were wondering, have you thought in terms of havi ing a simi- 
lar directive which goes “down one or two tiers saying that vou think 
it is very important to keep sources of supply for smaller component 
parts also multiple sources there, rather than just one source? 

Mr. Pixs. I am sure that the services and their implementing in- 
struction have gone into these details. At the level of my office and 
the Office of the Secretar y of Defense, we are confined to broad policy, 
and our chief responsibility, of course, in procurement, is in the publi- 
cation of the Armed Services Procurement Regulations. And we 
tried definitely to state just in terms of policy as is proposed i in the more 
detailed implementing procedure. 

Mr. Srutrs. What are you doing, for example, in southern Cali- 
fornia, where the Air Force contracts have been cut back in the last 
year, where numerous subcontractors who have been important sup- 
pliers in the period from 1941 to 1945, and in the period from 1950 
through 1953, where they were called upon to expand their production 
tremendously, to make component parts for the assembly plants of 
Douglas, North America, Boeing, Lockheed, and other major airframe 
manufacturers? Those companies now find themselves without 
business. They have been on the periphery; they have been in the 
satellite aircraft industry in southern California for a long time and, 
suddenly, they find themselves out of business because the major 
airframe companies have decided to take under their own roofs much 
of the business, so they can make up for the cutbacks. Now, it seems 
to me that you have lost a mobilization resource in these companies 
which are no longer producing the component parts. If vou are con- 
cerned about the prime contractors and multiple sources, it would 
seem to me that you might well be equally concerned about those 
companies which have always afforded you a flexibility to expand 
your defense production. 

Mr. Pixs. Of course, basically with a reduced program, there is 
going to be shrinkage, and there is less total business for everybody, 
large and small. I have been quite impressed with what the Air Force 
has done with respect to that, and I would like to ask Secretary Lewis 
to respond specifically to what the Air Force has done, not only policy- 
wise but actually in the negotiation of the contracts on this whole 
business. 

Mr. Lewis. I think the first thing you have to do is recognize the 
difference between a subcontractor or supplier, and the kind of prime 
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contractor we have been talking about. Now, the people that we are 
interested in are the highly specialized people who, for the most part, 
don’t have anything but defense business, and they make products 
which cannot be made by any other industry. So, we are tied t 

them and we have to protect them. That is not generally true of the 
subcontract area. The subcontractor in the first place most frequently 
has other business. He goes into the war work when the country 
requires it, and he slips back out of it when the country no longe! 
requires it. He generally builds an item which does not require any 
particular know-how or machine tools—some, but not a great deal 

he is not specialized to the extent that the other man, the prime, is 
specialized. Then too, he deals with a number of prime contractors, 
and doesn’t all go to pieces at one time. Some programs go up and 
some programs go down, and a good subcontractor has his channels 
of business with a number of people, so he has taken care of it that way. 

In other cases of subcontractors, there are many, many of them, 
the primes have a great deal of selectivity, and they quite properly try 
to keep the best ones going. And they do a lot of this kind of work on 
their own. 

But in spite of all this—which is really a basic difference in the kind 
of business we are talking about—above all this, we are very jealous 
about the subcontracting structure that a = establishes on an 
important weapon. Take the B-52, for example, or the J—57 engine; 
we don’t let that prime iennmncete just go out wal select his own 
sources, willy-nilly We help him select them, go through the bidding 
procedure, but before he places any orders we have to look at them. 
And, at that time, we consult with him on this business of keeping a 
dispersed, rapidly expansible, and competitive structure. And if in 
the process of the drawing-out of these relationships we see that some- 
thing valuable may be endangered, something, say, that one prime 
contractor can’t appraise properly because his own purchases may 
be small, and what we are interested in is the capacity of his supplier 
to serve a number of companies, we then step in and work with the 
prime contractor, to be sure that that company had a continuity of 
business that would preserve its mobilization capability. 

Mr. Srutts. Have you looked—I assume you have—in the area 
of southern California, for example, where the present rate of produc- 
tion for those subcontractors of the aircraft industry, have been cut 
tremendously, but our airframe folks out there are still operating on 
a very large backlog and they are still operating 100 percent? 

Mr. Lewis. I don’t agree with your statement that they have been 
cut tremendously. I have seen no evidence of that. 

Mr. Stutts. You have seen no evidence that the subcontractors 
have been cut? 

Mr. Lewis. No; not cut tremendously. You are stating that the 
prime is not being cut, and that the subcontractor and the supply 
structure has been cut tremendously. I don’t believe that is so. 

Mr. Strutts. We have different points of view, apparently; I, be- 
cause of the experience of this committee, and because they come to 
us when they are cut back. 

Mr. Lewis. I would like to say something on that point, because 
it is a natural frame of mind, I think, to get into. American business 
is a highly competitive, dynamic business, and it is out trying to 
expand and develop in any way that it can, big business as well as 
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small business. You hear all the beefs from the small businesses, but 
we hear all the beefs, from the big, medium and small, and they are 
all pretty darn vocal. 

Mr. Forsytue. I have one more question that I think throws some 
light on the previous question on how to determine a just price in 
these price-differential cases. And I amreferring to page 5 of the Navy 
statement, where Admiral Royar stated: 

In those instances where a price differential is utilized, and more than one 
concern can supply the item, every effort is made to place the greatest dollar 
value of our requirements with the most efficient low-cost producers, allocating 
to the higher cost producer only that minimum economical quality which will 
permit him to remain in a state of mobilization readiness. 

The question is, Does that, in cases where you feel you have to 
bring a company in but his prices may be a little bit high, in that case 
you give him a quantity to maintain him in the mobilization base, 
but you give a larger price to the producer; is that a part of the overall 
planning? 

Admiral Royar. That is part of the overall planning. 

Mr. ForsyrHe. How about the other services; do they give any 
thought to that? 

Mr. Lewis. We do it occasionally. 

Mr. Marsu. As far as I know, we haven’t paid any price differen- 
tials as yet. Weare trying to keep as many new sources in to broaden 
this thing as much as we can, but we have been doing it on a competi- 
tive basis. As far as I know, we haven’t paid any price differential so 
far. Idon’t mean that we may not, but we have not, so far as I know. 

Mr. Focier. We have done it in the Navy in a very few cases, 
involving a very small percentage of the procurement involved. 

The CHarRMAN. Anything else? 

Thank you very much, gentlemen. We appreciate having this 
session with you. 

(Whereupon at 1:10 p. m., the committee adjourned.) 


APPENDIX 1 
V1II-Prod—D MO-7 
Avuaust 25, 1954. 


EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBILIZATION 
DEFENSE MOBILIZATION ORDER VII-—7 


Subject: Maintenance of the mobilization base (Department of Defense, Atomic 
Energy Commission and the Maritime Administration). 


1. It is essential to the national defense that the facilities, machine tools, 
production equipment, and skilled workers required to meet minimum wartime 
mobilization needs for the Department of Defense, Atomic Energy Commission, 
and the Maritime Administration be maintained in the manner which will permit 
their prompt use or conversion in time of emergency. 

2. Selection of the mobilization base: 

A. The Department of Defense shall select, for its mobilization base, those 
facilities which produce or are capable of producing critically important military 
items or components (military class A components used entirely in the production, 
maintenance, or repair of military items) which meet one or more of the following 
criteria: 

1. Items requiring a long lead-time or long manufacturing cycle; 
2. Items currently not in production or which are required in quantities 
far in excess of peacetime production; 
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3. Items requiring the conversion of an industry or a number of 
within an industry ; 

4. Items requiring materials or manufacturing processes essent 
different from those in current use; 

5. Items for which industry does not have production experiences 

The Department of Defense shall do its initial planning for those items found 
the Department of Defense preferential planning list 

B. The Atomic Energy Commission and the Maritime Administration it 
cooperation with the Office of Defense Mobilization shall determine the iter 
and facilities which meet the above criteria for their respective mait 
base programs. 

3. Maintaining the mobilization base: 

A. Facilities selected as a part of the mobilization base shall be maint: 
to the fullest extent possible. 

1. Procurement agencies shall integrate current procurement with their 
industrial mobilization plans to the greatest possible extent with the objecti 
of supporting the mobilization base within authorities and funds available 

2. Data assembled on essential mobilization suppliers by the industrial 

mobilization planning of these agencies shall be used in planning current 
procurement. The policy of using contractors and facilities essential to the 
mobilization base is considered to be in the best interest of the Government 
Suppliers that are deemed to be a part of the mobilization base normally will 
be invited to participate in appropriate current procurement. The general 
policy in cases where suppliers who are part of the mobilization base ar: 
unable to compete successfully on a bid basis shall be to reexamine the 
mobilization base to determine if the capacity of the base can be maintained 
without inclusion of high cost producers. 

3. Upon expiration of current procurement contracts in a facility, the 
procuring agency shall take the following actions: 

(a) Government-owned facilities and tools.— Within the limitations that 
may be imposed by congressional appropriations, the sponsoring depart- 
ment or agency shall place Government-owned facilities and tools in 
standby status and establish provisions for their adequate maintenance. 

(b) Privately owned facilities and Government-owned tools.—(1) Arrange 
with management of privately owned facilities, wherever possible, to 
place Government-owned tools and production equipment in the status 
provided by DMO VII-4, taking into account the desirability of safe 
location. 

(2) Arrange with management, wherever possible, to keep a group of 
key managers, engineers, and skilled workers familiar with the items 
planned for mobilization production. 

(3) Determine the gaps which exist in Government-owned packages 
of tools and production equipment needed to produce mobilization 
requirements in privately owned plants. Within the limit of funds 
availability, plan the procurement of such tools and equipment with 
priority being given to long-lead-time tools and equipment or those not 
used in general manufacturing. These tools and equipment, when 
procured, should be placed in the status provided by DMO VII-4, 
taking into account the desirability of safe locations. 

(4) Determine which Government-owned tools and equipment have 
become obsolete, or which would not be used in event of mobilization, 
and plan for their disposal. 

4. Establishment of the Defense Facilities Maintenance Board: 

A. To provide the necessary coordination and review of the execution of this 
program, there is hereby established a Defense Facilities Maintenance Board 
This Board, composed of representatives of the Department of Defense and 
each of the three services, the Department of Commerce, and the Atomie Energy 
Commission under the chairmanship of the Office of Defense Mobilization, will 
perform the following functions: 

1. Recommend to the Director of ODM policy necessary to carry out 
the mobilization base maintenance program. 

2. Establish the interagency procedure necessary to assure and measur 
progress in implementing established policy, and advise the Director of 
ODM on the status of the program. 

3. Make recommendations to the Director of ODM as to additional! 
methods and procedures beyond the authorities of the procuring agencies 
for assuring the maintenance of both Government-owned and privately 
owned facilities essential to the mobilization base. 
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$. Obtain from the agencies named in this order an annual report on the 
maintenance programs of their agencies. 

B. The Board may at any time request the Director of the Office of Defense 
Mobilization to ask the heads of other departments and agencies to designate 
representatives to meet with the Board on specific problems. 

5. This order shall take effect on August 25, 1954, and shall supersede Defense 
Mobilization Order I-5 (former DMO-—24, 18 F. R. 386) and Defense Mobilization 
Order [—-5, Amendment 1 (18 F. R. 8871). 

OFFICE OF DEFENSE MOBILIZATION. 
Artuur 8. Fremmina, Director. 


APPENDIX 1 (a) 
VII-Prod—DMO-7 
Amendment 1 


NOVEMBER 12, 1954. 
EXECUTIVE OFFICE OF THE PRESIDENT, OFFICE OF DEFENSE MOBILIZATION 
DEFENSE MOBILIZATION ORDER VII-7—-AMENDMENT 1 


Subject: Maintenance of the mobilization base (Department of Defense, Atomic 
Energy Commission, and the Maritime Administration). 


1. Pursuant to the Defense Production Act of 1950, as amended, Reorganiza- 
tion Plan No. 3 of 1950, and Executive Order 10480, as amended, the first part 
of section 4A of DMO VII-7, of August 25, 1954 (19 F. R. 5395), is amended to 
read as follows: 

“4A. To provide the necessary coordination and review of the execution of 
this program, there is hereby established a Defense Facilities Maintenance Board. 
This Board, under the chairmanship of the Office of Defense Mobilization, shall 
be composed of representatives of the Department of Defense and each of the 
three services, the Department of Commerce, the Atomic Energy Commission, 
and the General Services Administration, and will perform the following 
functions:” 

2. This amendment shall take effect on November 12, 1954. 


OFFICE OF DEFENSE MOBILIZATION, 
ARTHUR 8S. FLEMMING, Director. 


APPENDIX 1 (B) 
VII-Prod—D MO-7 
Amendment 2 
NOVEMBER 23, 1954. 


EXECUTIVE OFFICE OF THE PRESIDENT OFFICE OF DEFENSE MOBILIZATION 
DEFENSE MOBILIZATION ORDER VII—~7—AMENDMENT 2 


Subject: Maintenance of the mobilization base. 


Defense Mobilization Order VII-7 is hereby amended as follows: 

1. In subparagraph 3A2, delete the last sentence. 

2. Delete subparagraph 4A4. 

3. Add a new paragraph 5 reading as follows: 

‘The Department of Defense, the Atomic Energy Commission, and the Mari- 
time Administration shall furnish the Director of the Office of Defense Mobiliza- 
tion with such periodic and special reports as he may require of their activities 
affecting the maintenance of the mobilization base.”’ 

4. Renumber old paragraph 5 to read “‘6’’. 

This amendment shall take effect immediately. 


OFFICE OF DEFENSE MOBILIZATION. 
ARTHUR S. FLemMina, Director. 
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APPENDIX I (c) 

EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF DEFENSE MOBILIZATION 
Washington 25, D. C. 

For Release November 24, 1954 (No. 359) 


The Government's statement of policy on maintaining the industrial capacity 
upon which the Nation could depend for military production in the event of 
mobilization was amended today by the Office of Defense Mobilization 

ODM officials said the changes, contained in amendment 2, are designed to 
clarify the meaning of a portion of the statement which was issued August 24, 
1954, under the title of Defense Mobilization Order VII-7. 

One change deletes from the order the following sentence: ‘‘The general policy 
in cases where suppliers who are part of the mobilization base are unable to com- 
pete successfully on a bid basis shall be to reexamine the mobilization base to 
determine if the capacity can be maintained without inclusion of high-cost 
producers.” 

Effect of this deletion, ODM officials said, is to make clear that there may be 
a deviation from the policy of awarding current procurement to the low bidder 
whenever this is the most feasible means of maintaining a sound mobilization 
base. 

The new amendment also calls upon the Department of Defense, the Atomic 
Energy Commission, and the Maritime Administration to submit periodic and 
special reports to the Director of Defense Mobilization instead of annual reports 
to the Defense Facilities Maintenance Board. 





APPENDIX 2 
No. 3005.3 
DECEMBER 7, 1954. 


DEPARTMENT OF DEFENSE DIRECTIVE 


Subject: Maintenance of the mobilization base. 
Reference: Office of Defense Mobilization Order DMO VII-7, as amended. 


I. PURPOSE 


The purpose of this directive is to integrate Department of Defense procure- 
ment policy with industrial mobilization plans in order to maintain a sound 
mobilization base. 

II. POLICY 


The referenced document prescribes the Government policy for maintaining 
the mobilization base. With respect to current procurement particular attention 
is invited to paragraph 3A which provides in part: 

‘1. Procurement agencies shall integrate current procurement with their 
industrial mobilization plans to the greatest possible extent with the objective 
of supporting the mobilization base within authorities and funds available. 

‘2. Data assembled on essential mobilization suppliers by the ‘industrial 
mobilization planning of these agencies shall be used in planning current procure- 
ment. The policy of using contractors and facilities essential to the mobilization 
base is considered to be in the best interest of the Government. Suppliers that 
are deemed to be part of the mobilization base normally will be invited to partici- 
pate in appropriate current procurement.” 


III, ACTION 


In furtherance of this policy and to integrate current procurement with military 
mobilization plans, the military departments are requested to review proposed 
procurement of items contained in the Department of Defense preferential 
planning list. Responsibility for such review should be maintained at the level 
of the procurment Secretaries or their authorized designees. Such review 
should take into consideration the following: 
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(a) Maintaining multiple sources of supply: 

(b) Geographic dispersal ; 

(c) Avoidance of undue concentration of contracts in a few leading suppliers; 

(d) Multiple awards; 

(e) Preservation of essential skilled labor forces; 

(f) Utilization of existing open industrial capacity; 

(g) Preservation of essential management organization and ‘“‘know-how’”’; 

(h) Maximum subcontracting; and 

(7) Any other factors relevant to maintaining a sound mobilization base. 

In carrying out this program it is expected that the authority contained in 
sections 2 (c) 1 and 16 of the Armed Services Procurement Act will be utilized. 
In this connection comparative price experience shall be utilized to negotiate the 
best possible price for the Government. 


IV. IMPLEMENTATION 


Each military department will proceed with the revision of regulations, proce- 
dures and instructions as necessary to implement the provisions hereof and will 
submit such revised regulations, procedures and instructions in duplicate to the 
Assistant Secretary of Defense (Supply and Logistics) within 30 days after the 
date of this directive. 

Vv. REPORTS 


Each military department will report actions taken pursuant to this directive 
to the Assistant Secretary of Defense (Supply and Logistics). Such reports shall 
be submitted at least every 90 days. 


VI. EFFECTIVE DATE 


This directive shall become effective immediately. 
6 E. WILSON, Secretary of Defe nse. 


APPENDIX 3 
No. 3005.4 


JANUARY 14, 1955. 
DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Report of Purchase Actions $10,000 or more for preferential planning 
list items, DD-S & L (Q) 191. 
Reference: (a) Department of Defense directive No. 3005.3, December 7, 1954. 


I. PURPOSE 


The purpose of this instruction is to provide specifications as to the content of 
the report to the Assistant Secretary of Defense (Supply and Logistics) required 
quarterly under section V of Department of Defense directive 3005.3. 


II. SCOPE OF REPORT 


This report will include (a) the value of all new contracts for preferential 
planning list items of $10,000 or more; (6) a list of individual new producers for 
such items, and (c) for contracts involving price differential for the maintenance 
of the mobilization base (directive 3005.3), individual contract information 
including the considerations determining the award. 


III. REPORTING INSTRUCTIONS 


A quarterly report will be submitted by each of the military departments in 
accordance with the following instructions: 

A. Report the number and total dollar value of all new contracts of $10,000 
or more awarded during the quarter for any items on the Department of Defense 
preferential planning list (PPL items). Procurement actions which increase or 
decrease quantities of existing contracts or which cancel existing contracts for 
items on the preferential planning list will not be included. 
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B. List of new contracts for preferential planning list items awarded to new 
producers, which did not involve price differentials. A new producer is a com- 
pany which is not currently under contract to produce the particular preferential 
planning list item for the reporting military department, whether or not the com- 
pany has previously had such a contract. Show for each contract the following: 

1. Name of company and location of plant where work is to be done 
2. Item description. 

3. Dollar value of contract. 

C. List of new contracts for preferential planning list items awarded during the 
quarter which are deemed by the contracting officer to have involved a total con- 
tract price in excess of the lowest price available to the Government, in the quan- 
tity and on the desired delivery schedule, from another potential supplier, and 
which differential was for purposes of maintaining the mobilization base, as 
authorized by Department of Defense Directive 3005.3. 

1. For each such contract, show the following: 

(a) Name of company and location of plant where work is to be done 

(b) Item description. 

(c) Quantity. 

(d) Dollar value of procurement action. 

(e) Estimated contract price differential. 

(f) Citation of the mobilization base factor(s) that were controlling in the 
decision to award to the contractor (see below). These may be indicated by use 
of the letters a through h of section III of the directive 3005.3, or in the case of i 
by a brief remark or footnote. These mobilization base factors, quoted from the 
directive, are as follows: 

“a. Maintaining multiple sources of supply; 

“b. Geographic dispersal; 

“ce, Avoidance of undue concentration of contracts in a few leading suppliers; 

“d. Multiple awards; 

“e. Preservation of essential skilled labor forces; 

Utilization of existing open industrial capacity; 

g. Preservation of essential management organization and ‘know-how’; 

‘h. Maximum subcontracting; and 

‘i, Any other factors relevant to maintaining a sound mobilization base.”’ 

2. Totals for the contracts reported under C.1. above: 

(a) Total number of contracts involving price differentials. 

(b) Total dollar value of those contracts. 

(c) Total estimated contract price differentials. 

3. A suggested report format for section III.C.1 and C.2 above, is attached, 


“e 


IV. RECORDS 


For each contract involving a price differential there should be maintained in 
the files of the contracting office, to be available on short notice, if required, a 
brief statement of the considerations which determined the making of the award. 


V. SUBMISSION OF REPORTS 


Reports will be prepared for each calendar quarter; the initial report will cover 
the 2-month period ending March 31, 1955. All reports will be submitted in 
triplicate, in time to reach the Assistant Secretary of Defense (Supply and Logis- 
tics) by the end of the month following the end of the calendar quarter reported on. 
Each report will bear an appropriate security classification. Report control 
symbol DD-S & L(Q)191 is assigned to the report required by this Instruction, 


R. C, LANPHIER, Jr., 
Deputy Assistant Secretary of Defense (Supply and Logistics). 
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Suggested Format for Classification ...... Report Control Symbol “ 
II1.C. 1 and 2 Portions 
of Report 


Report of PPL item contracts of $10,000 or more involving price differential for 
maintenance of mobilization base 


Military department -. 
Quarter ending -.. 





| | V: } Pe ‘ | ‘ 
, ; s . | ai | alue of Estimated | Mobilization 
Name of " and plant Ite meee | Quantity | procurement ,contract price base fac- 
| | action | differential | tor(s) 











Total number of-- 7 nba hia Sheik wlth " 


Classification ———. 
APPENDIX 4 
No. 4005.6 
JANUARY 26, 1955. 


DEPARTMENT OF DEFENSE DIRECTIVE 





























Subject: Production allocation program planning. 
References: (a) DOD Directive 4005.4, dated February 5, 1953, subject: ‘‘Pro- 
duction Allocation Manual 90-1” 
(b) DOD Directive C—4005.1, dated December 1, 1952, subject: 
“Department of Defense Mobilization Production Planning 
Program for Hard Goods” 
(c) DOD Directive 4005.5, dated February 5, 1953, subject: 
“Changes in Procedures in Production Allocation Manual” 


I, MOBILIZATION PLANNING 


An important peacetime function of the Department of Defense is to work with 
industry in planning for industrial readiness in event of mobilization. The pro- 
duction allocation plan is one of the major programs used for this purpose. 


Il, PURPOSE 


A. The purpose of this directive is to improve the quality of planning, by con- 
centrating planning time and effort on those items where it will have maximum 
value. Therefore, this directive amends aid modifies the Production Allocation 
Manual 90-1 (DOD Directive 4005.4, reference (a)) by establishing: 

1. Restrictive criteria governing the selection of items for which production 
allocation planning may be done. 

2. A preferential planning list of items that will be given priority treatment in 
planning under the production allocation program. 


III, CRITERIA FOR SELECTION OF PLANNING ITEMS 


A. No production allocation planning will be done for items which ‘‘are solely 
for the purpose of comfort, convenience or morale.” 

B. Except as modified by III C and D below, no production allocation planning 
shall be done for all other common shelf-type items which do not present difficult 
production problems or which can be procured on the open market without undue 
delay. 

C. Production allocation planning procedures will be limited to items which in 
war are necessary for: 

1. Survival and retaliation. 

2. Maintenance of health. 

3. Combat efficiency. 

D. In addition, items must meet one or more of the following criteria: 

1. Require either a long lead time or involve a long manufacturing cycle. 

2. Are not currently in production or will be required in quantities far in excess 
of peacetime production. 
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3. Require the conversion of an industry or of a number of plants within an 
industry. 

4. Involve materials or techniques essentially different from those in current 
use. 

5. Involve items on which industry does not have production experience 


IV. DEPARTMENT OF DEFENSE PREFERENTIAL PLANNING LIST 































A. There is hereby established the Department of Defense preferential planning 
list. This list will be limited to critically important items which warrant preferen- 
tial planning, and management coordination by all military departments. The 
Assistant Secretary of Defense (Supply and Logistics) will require periodic mobili- 
zation planning status reports covering these items 

B. The ‘“‘Department of Defense preferential planning list’, December 1, 
1954, as published under that title, has been approved by the Assistant Secretary 
of Defense (Supply and Logistics), as the Department of Defense preferential 
planning list, and will be distributed separately. Other DOD directives or 
instructions, as appropriate, will prescribe the uses of the DOD preferential 
planning list, procedures for its revision, target dates for completion of required 
actions or other pertinent instructions.! 

C. An item on the preferential planning list will be construed to include the 
major subassemblies and CMP class A type components for that item, provided 
these subassemblies and components also meet the criteria of paragraph IT! 
D above. These will receive the same planning preference as the end item itself 
However, the above provisions do not authorize planning for components or 
subassemblies contrary to the limitations of section 1.8.2 of the Productior 
Allocation Manual 90-1, DOD Directive 4005.4, dated February 5, 1953 

D. Mobilization production schedules, DD forms 406, for items on the pre- 
ferential planning list should be reviewed annually by the appropriate military 
department and renegotiated if necessary. These items will be given preference 
at all levels of planning. Where there is a conflict for the same production capac- 
ity, items on the preferential planning list may displace items not on the list if 
no other capacity is available. 

E. If a conflict for production capacity develops between items planned for 
by the same military department, an appeal for resolution may be directed to the 
appropriate echelon of the department involved, such as G-4, ONM, or DCS/M. 
If such a conflict for production capacity develops between items planned for by 
different military departments and cannot be resolved by them, the case should 
be referred to the Assistant Secretary of Defense (Supply and Logistics) for 
resolution. 

F. Deleted by Department of Defense Directive Transmittal No. 54-139, dated 
December 17, 1954. 





V. PLANNING FOR ITEMS NOT ON THE PREFERENTIAL PLANNING LIST 


















A. Planning under the production allocation program may be done for items not 
on the preferential planning list provided they meet the criteria established in 
this directive. Authority to approve this type of items for production allocation 
planning may not be delegated below the G-4, ONM, DCS/ M level of the Army, 
Navy, and Air Force, respectively. 

B. No instructions contained herein are to be construed as directing the can- 
cellation of previously completed planning on items which would not meet these 
new criteria. However, no additional effort will be expended, under ptoduction 
allocation program procedures, to further develop or maintain planning for such 
items. 

VI. ALTERNATIVE PROCEDURES 





A. There are some items (such as aircraft) for which adequate and more de- 
tailed planning is conducted by the military departments than provided by the 
production allocation procedures. Military departments may use such alterna- 
tive procedures for items on the preferential planning list, in lieu of those portions 
of the production allocation procedure which pertain to the industrial facilities 
survey, desired production and production schedule worksheet, tentative schedule 
for production and request for allocation and renewal agreement-tentative schedule 





1 Revised December 16, 1954. 
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for production. When it is desired to use alternate planning procedures the 
Department will submit: 


Lists of such items. 

Information as to the plants involved, and 

A description of the procedures employed. 

DD forms 403, ‘“‘Request for Registration,” will still be used in order to maintain 


the coordination of ASPPO assignments and the alphabetical register of planned 
wartime materiel suppliers. 


1. 

2. 
2 
>. 


VII. COORDINATING RESPONSIBILITY 


G-—4, ONM and DCS/M or higher departmental echelons, as appropriate, will 
by periodic review and spot check analysis at all levels, assure that production 
allocation planning is consistent with this directive. The Assistant Secretary of 
Defense (Supply and Logistics) will exercise similar responsibility. 


VIII. IMPLEMENTATION 


A. Since armed services procurement planning officers (ASPPO) represent the 
Assistant Secretary of Defense (Supply and Logistics) as well as their respective 
services and since they process mobilization production schedules originating in 
Army, Navy, Air Force, Marine Corps, and Maritime Commission, it is important 
that all planning personnel have a common basic reference. Therefore it is recom- 
mended that this directive be made a part of, or an attachment to any imple- 
menting instructions issued by the military departments. 

B. Copies of departmental implementing instructions will be furnished the 
Assistant Secretary of Defense (Supply and Logistics) by each military department 
at the time of issuance. 

IX. EFFECTIVE DATE 

This directive is effective at once and supersedes any instructions which are 
inconsistent with the instructions contained herein. The next issue of the 
Production Allocation Manual will reflect the provisions of this directive. 


C. 8. Tuomas, 
Assistant Secretary of Defense (Supply and Logistics). 





APPENDIX 5 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington 25, D. C., July 26, 1956. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate. 

DeaR SENATOR SPARKMAN: During a hearing held by your committee on 
July 20, 1955, the Department of the Army was requested to furnish the com- 
mittee with a copy of its instructions implementing Department of Defense 
Directive 3005.3. 

Attached is a copy of the Department of the Army’s implementing instructions 
and current changes. I have withdrawn enclosure No. 2 of the instructions since 
the list of items is classified by being primarily an extract of the preferential 
planning list. 

If you have any questions concerning the instructions I will be happy to hear 
from you. 

Sincerely yours, 
Henry N. Marsu, 
Deputy Assistant Secretary of the Army (Logistics and R. and D.). 
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MAINTENANCE OF THE MOBILIZATION BASE 1 
DEPARTMENT ¢ roe ARMY 
OFFICE OF THE Deputy CHIer OF Starr ror Lou! 
Washingto 1). ¢ 


LOG/E1 17212 
Logistics Directive No. 105 


MAINTENANCE OF THE MOBILIZA1 
Reports control symbol! DEP LOG 23 
Effective until January 20, 1956, unless sooner 


1. References: 

a. Office of Defense Mobilization Order DMO VII as amended 

b. Part 8, section a Army Procurement Procedure 

¢. DOD Directive No. 3005.3, December 7, 1954 

2. a. Reference la prescribes Government policy for 
tion base and states that: 

‘1. Procurement agencies shall integrate current procurement with their 
industrial mobilization plans to the greatest possible extent with tl 
supporting the mobilization base within authorities and funds availablk 

“2 Data assembled on essential mobilization ppliers by the industrial 
mobilization planning of these agencies shall be used in planning current p1 
ment. The policy of using contractors and facilities essential to the mobilization 
base is considered to be in the best interest of the Government Suppliers that 
are deemed to be part of the mobilization base normally will be invited to partici 
pate in appropriate current procurement.” 

b. Department of the Army policy on integration of current 
industrial mobilization plans is contained in reference 1b 

c. Reference le requires review of proposed procurement of items contained in 
the preferential planning list and that responsibility for such be maintained at 
the level of the procurement secretaries or their authorized designees. This 
review, in furtherance of the policy quoted in paragraph 2a and to integrate 
current procurement with military mobilization plans, will consider the following 
factors: 

(1) Maintaining multiple sources of supply. 

(2) Geographic dispersal. 

(3) Avoidance of undue concentration of contracts in a few leading suppliers 

(4) Multiple awards. 

(5) Preservation of essential skilled labor forces 

(6) Utilization of existing open industrial capacity 

(7) Preservation of essential management organization 

(8) Maximum subcontracting. 

(9) Any other factors relevant to maintaining a 

3. Superseded. See C2. 

$. Chiefs of Technical Services will: 

a. #ffective immediately, review proposed procurements of items cited in para- 
graph 3 above. This review will consider the factors listed in paragraph 2¢ above 

b. On all items reviewed, require the submission of a preaward report from field 
procurement offices in the form prescribed in inclosure 1. 
fidential”’ unless contents require a higher classification. 

c. Submit a preaward report on the items listed in inclosure 2 through DP 
LOG to the Assistant Secretary of the Army (Logistics and R&D). Use the form 
prescribed in inclosure 1 for this report. Take no award action on these items 
until approved by the Assistant Secretary of the Army (Logistics and R&D) 
received. (Reports Control Symbol DEP LOG 25.) 

d. Determine if procurement should be negotiated under the 
contained in ASPR 3-216. If so, direct that negotiations be entered into under 
authority of section 2 (ce) (1) of the Armed Services Procurement Act of 1947, 
and that a determination and findings be executed, citing both section 2 (¢) (1) and 
section 2 (c) (16) of the act. 

e. Where use of 2 (c) (16) of the act is not proper, direct that the policy con- 
tained in reference 1b be applied to the procurement 

f. Apply the above review procedure (less reports) to items of mobilization 
planning importance not contained in the preferential planning list 

By direction of the Deputy Chief of Staff for Logistics 


AUBREY P. Nat 
( 


{AN, 
Lie ultenant Colonel 


ie objective of 
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procurement and 
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and know-how 


sound mobilizatior base 
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DEPARTMENT OF THE ARMY, 
OFrrice OF THE Deputy CHIEF OF STAFF FOR LOGISTICS, 
Washington 25, D. C., January 20, 1955 
LOG/E1 17212 
Enel 1 to LOG DIR 105 


PREAWARD INFORMATION SELECTED ITEMS 


1. Procuring office. 

2. Item. 

3. Quantity. 

4. Amount of proposed award. 

5. Production data—schedule and rate. 

6. Type of procurement (advertised or negotiated). 


Whether item has previously been produced as a production item. 

8. List of suppliers invited to submit bids or proposals, with notation to snow 
which were planned suppliers. If any planned suppliers were not invited, list 
and show reason for not being invited. 

9. Tabulation of suppliers who submitted bids or quotations, showing: 

(a) Names. 

(b) Prices. 

(c) Any exceptions taken to delivery schedules or other requirements of the IF B 
or request for approval. 

10. Recommendation for award, showing briefly: 

(a) Name and address (plant) of contractor(s). 

(b) Basis of evaluation. 

(c) Factors which decide in favor of the contractor(s) recommended. Specify 
which of the factors listed in paragraph 2c of this logistics directive apply to 
recommended award. 

(d) Does recommended award involve a price differential (total contract price in 
excess of the lowest price available to the Government for the same quantity and 
delivery schedule from another potential supplier)? If so, briefly justify. 

(11) Known or possible contestable aspects of the procurement. Identify the 
problem area, source from which protest may be expected, and the consideration 
given to the problem during evaluation of bids or proposals. Outline the rebuttal 
applicable to the possible protest or allegation. 

By direction of the Deputy Chief of Staff for Logistics: 

AuBREY P. NATHAN, 
Lieutenant Colonel, GS, Executive. 








DEPARTMENT OF THE ARMY, 
OFFICE OF THE Deputy CHIEF OF STAFF FOR LOGISTICS, 
Washington 25, D. C., March 31, 1955. 
LOG/E1 15998 
Logistics directive No. 105 
Change No. 2 


MAINTENANCE OF THE MOBILIZATION BASE 
(Reports control symbol DEP LOG 25) 
(Effective until January 20, 1956, unless sooner rescinded or superseded) 


Logistics directive No. 105, January 20, 1955, is changed as follows: 

Change No. 1 is rescinded. 

* * * * * * * 

3. (Superseded.) By direction of the Assistant Secretary of the Army (Logis- 
tics and R & D), Chiefs of Technical Services are appointed as the authorized 
designees responsible for review of those items on the Preferential Planning List 
that are the procurement responsibility of their respective services. Chiefs of 
Technical Services may delegate responsibility for this review to general officers 
of their choice. 

* * * * * * * 


i 
| 
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Encl 1 to LOG DIR 105 JANUARY 20, 1055 


PREAWARD INFORMATION SELECTED ITEMS 


* * » * * . * 
9. Tabulation of suppliers who submitted bids or quotations, showing 
* * * » * * * 


(c) (Superseded.) Any exceptions taken to delivery schedules or other require- 
ments of the IFB or request for proposal. 
* * * * * * 
By direction of the Deputy Chief of Staff for Logistics: 


AUBREY P. NATHAN, 
Lieutenant Colonel, GS, Executive 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE DeEputTY CHIEF OF STAFF FOR LOGISTICS, 


Washington 25, D. C., May 11, 1956. 
LOG/E1 22316. 


Logistics directive No. 105. 
Change No. 3. 
MAINTENANCE OF THE MOBILIZATION BASE 


(Reports control symbol DEP LOG 25) 


(Effective until January 20, 1956, unless sooner rescinded or superseded 
Logistics Directive No. 105, January 20, 1955, is changed as follows: 


* . 7 +. ¥ * * 
4. Chiefs of technical services will: 
* * x * * rs * 


(c) (Superseded.) Submit a preaward report on the items listed in Enclosure 
2 through DEP LOG to the Assistant Secretary of the Army (Logistics and 
R&D). Use the form prescribed in Enclosure 1 for this report. Take no award 
action on these items until approval by the Assistant Secretary of the Army 
(Logistics and R&D) is received. (Reports Control Symbol DEP LOG 25.) 
With respect to preaward reports covering spare parts for guided missiles, rockets, 
and associated equipment as listed in Enclosure 2 (under the heading Miscellane- 
ous), follow these additional instructions: 

(1) Preaward reports covering such spare parts will be submitted only in those 
cases where the procurement exceeds $50,000. 
explaining the need for spare parts. 

(2) Where immediate procurement must be made in order to maintain opera- 
tional effectiveness, the $50,000 limitation may be exceeded as necessary. In 
such event, a report will be made immediately through DEP LOG to the Assist- 
ant Secretary of the Army (Logistics and R&D). The report will include the 
information prescribed by Enclosure 1 and a statement explaining the need for 
the spare parts involved. 

* * * # * * * 

Enclosure 2 to Logistics Directive 105, January 20, 1955 (Superseded). Re- 
place the superseded Enclosure 2 with the attached Enclosure of like number, 
dated May 11, 1955. 

By direction of the Deputy Chief of Staff for Logistics: 


teports will contain a statement 


AUBREY P. NATHAN, 
Lieutenant Colonel, GS, Executive. 


park Ad 
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APPENDIX 6 
NCPD 35-55 
(NPD 14-203 
DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, January 3, 1955. 

From: Assistant Secretary of the Navy (Material). 
To: Distribution List. 
Subject: Maintenance of the Mobilization Base. 


(14-203.1) 


1. The purpose of this directive is to integrate Navy procurement policy with 
industrial mobilization plans in order to maintain a sound mobilization base. 


(14-203.2) 


2. Office of Defense Mobilization Order DMO VII-7, as amended, prescribes 
the Government policy for maintaining the mobilization base. With respect to 


current procurement, particular attention is invited to paragraph 3A which pro- 
vides in part: 

“1. Procurement agencies shall integrate current procurement with their 
industrial mobilization plans to the greatest possible extent with the objective of 
supporting the mobilization base within authorities and funds available. 

“2. Data assembled on essential mobilization suppliers by the industrial 
mobilization planning of these agencies shall be used in planning current procure- 
ment. The policy of using contractors and facilities essential to the mobilization 
base is considered to be in the best interest of the Government. Suppliers that 
are deemed to be part of the mobilization base normally will be invited to par- 
ticipate in appropriate current procurement.”’ 


(14—203.3) 


3. In furtherance of the above policy and to integrate current procurement 
with military mobilization plans, contracting officers of Procuring Activities (as 
defined in ASPR 1-201.3) of the Department of the Navy and major field pur- 
chasing activities of the Bureau of Supplies and Accounts will ascertain whether 
or not each proposed procurement is for an item contained in the Department of 
Defense Preferential Planning List, and, prior to the procurement of any such 
item, regardless of dollar amount, will submit a Request for Clearance (NAVEXOS 
Form 2760) to the Chief of Naval Material who is hereby designated to review all 
such proposed procurements. The business clearance memorandum will indicate 
(1) the notation “Item on DOD Preferential Planning List’”’ across the top of the 
column entitled ‘Material’; and (2) under the subparagraph “selection of source’ 
the consideration given to all of the following factors and the results of such 
consideration: 

(a) Maintaining multiple sources of supply; 

(b) Geographic dispersal; 

(c) Avoidance of undue concentration of contracts in a few leading suppliers; 

(d) Multiple awards; 

(e) Preservation of essential skilled labor forces: 

(f) Utilization of existing open industrial capacity ; 

(q) Preservation of essential management organization and know-how; 

(h) Maximum subcontracting; and 

(7) Any other factors relevant to maintaining a sound mobilization base. 


(14—203.4) 
$. In carrying out this program it is expected that the authority contained in 
sections 2 (c) (1) and 16 of the Armed Services Procurement Act will be utilized. 


In this connection comparative price experience shall be utilized to negotiate the 
best possible price for the Government. 


(14—203.5) 
5. The Chief of Navel Material will report a tabulation of actions taken 


pursuant to this directive to the Assistant Secretary of Defense (Supply and 
Logistics). Such reports shall be submitted at least every 90 days. 
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6. This directive implements DOD Directive 3005.3 of December 7, 1954 
All previous directives regarding mobilization planning are being reviewed by the 
Department of Defense in conjunction with the military departments to ascertain 
any inconsistencies with the policy enunciated herein. Regardless of any previous 
policy, the provisions of this directive are effective immediately 

7. Copies of the DOD Preferential Planning List will be forwarded to contract- 
ing officers enumerated in paragraph 3 above, as soon as such become available 


R. H. Foeuier, 
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DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, Februar S 195 


NCPD 41-55 
NPD 14-203 

From: Assistant Secretary of the Navy (Materia! 
To: Distribution List. 
Subject: Maintenance of the mobilization base. 

1. The purpose of this directive is to revise NPD 14-203 (NCPD 35-55 of 
January. 3, 1955) to incorporate additional reporting requirements. 

2. Effective upon receipt, NPD 14-203.3 is hereby revised to read as follows: 


(14-203.3) 


‘3. In furtherance of the above policy and to provide a review of proposed 
procurement of items contained in the Department of Defense Preferential 
Planning List, contracting officers of the Department of the Navy, prior to making 
a new contract of $10,000 or more for any such item, will submit a Request for 
Clearance (NAVEXOS Form 2760) to the Chief of Naval Material, who is hereby 
designated to review all such procurements. The Business Clearance Memoran- 
dum will include the information called for below. 

“‘a. Across the top of the column entitled ‘Material,’ place the notation ‘Item 
on DOD Preferential Planning List’ and the PPL number of the item. 

‘“‘b, Under the subparagraph ‘selection of source’: 

‘“‘(1) Indicate when the award is proposed to a new producer and involves no 
price differential (a new producer is one not currently under contract to produce 
the particular PPL item for the Navy, whether or not the company has previously 
had such a contract). 

‘*(2) Indicate when the total contract price is in excess of the lowest price 
available to the Government for the desired quantity and delivery schedule from 
another potential supplier, if such price differential is for purposes of maintaining 
the mobilization base, and give the estimated price differential. 

‘“‘(3) Indicate the consideration given to the following factors and, with respect 
to those contracts awarded at a differential, the factors controlling in the decision 
to award: 

‘“‘(a) Maintaining multiple sources of supply 

‘“‘(b) Geographic dispersal 

‘‘(e) Avoidance of undue concentration of contracts in a few leading suppliers 

““(d) Multiple awards 

‘“‘(e) Preservation of essential skilled labor forces 

“(f) Utilization of existing open industrial capacity 

“(g) Preservation of essential management organization and ‘know-how’ 

‘“‘(h) Maximum subcontracting 

‘‘(j) Any other factors relevant to maintaining a sound mobilization base.”’ 


R. H. Foaier. 


APPENDIX 7 ; 
JULY 27, 1955. 


Excerpts From Ark Force PrRocUREMENT INSTRUCTION WuicH IMPLEMENT 
DOD Directive 3005.3 
51-102.2 (g): 
“The general principles of the Air Force Small Business Policy providing for 
giving small-business firms an equitable opportunity to produce a fair share of 
the AF requirements of supplies and services, will be extended to mobilization 
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planning. To the maximum extent possible consistent with considerations of 
efficient production, geographic dispersion of facilities, and other military factors, 
planning will be conducted with small-business firms with respect to items, the 
bidders’ mailing lists for which include the names of established or potential 
small-business concerns.” 

51-104 (b) (4): 

“The Preparedness Branch MCPBI, Industrial Resources Division, Hq AMC, 
will make available to the Executive for Small Business at Hq AMC the Depart- 
ment of Defense Preferential Planning List and the Department of the Air Force 
Departmental List. The Executive for Small Business will promptly inform 
MCPBI of the names of established or potential small-business suppliers appearing 
on existing bidders’ mailing lists for the items in question, and further will take 
such action as appropriate to assist MCPBI in affording guidance to prime 
manufacturers in establishing their subcontract structures.”’ 


Air Force PROCUREMENT CrRcuLAR No, 10 


DEPARTMENT OF THE AIR FORCE, 
Washington 11 February 1955. 


Paragraph 
Amendment to AFPI, Section III, Part 10__.._________- eels ee Z 1 
Azmmendwment to APPT 6S-10l cc. cance oe eck ccd ie os ee el 2 
Rescissions _ ______ eel Ts hee eld tgs RS iE ee 3 


1. Amendment to AFPI, Section III, Part 10. Pending a printed page revision, 
AFPI Section III, Part 10 is amended to read: 


““PART 10——USE OF PRICE DIFFERENTIALS IN PLACING PROCUREMENT BY NEGOTIATION 


“*3-1000 Scope of Part. This part pertains to payment of justifiable price 
differentials for broadening or maintaining the industrial base of suppliers. 

**3-1001 Applicability. 

‘‘(a) The provisions of this part are applicable to all personnel of the Directorate 
of Procurement and Production, Hq AMC, and AMC field procurement activities 
concerned with the awarding of negotiated contracts. 

“(b) This Instruction is not applicable to procurements placed by formal 
advertising. 

“*3-1002 Policy. Payment of justifiable price differentials is authorized in 
negotiated procurements to accomplish the objective of broadening or maintaining 
the industrial bas* of suppliers. 

**3-1003 Justifiable Price Differentials. 

“‘(a) Justifiable price differentials may include, but are not limited to, cost of 
initial tooling, engineering expense, and training expense; cost of construction and 
test of sample articles; cost over contractor’s normal commercial cost for indirect 
expense incident to Government contractual requirements; difference in labor 
market; difference in cost of materials used in construction of the item in smaller 
lots; and difference in delivery costs. 

““(b) Multiple awards for the purpose of establishing ‘second’ sources are 
subject to the provisions of this Instruction. 

“3-1004 Approval of Price Differentials. The Director and Deputy Director 
of Procurement and Production, Hq AMC, and the Deputy Director/Procurement, 
Hq AMC, are authorized to approve payment of price differentials in negotiated 
procurements placed under the jurisdiction of AMA and depot commanders of 
the Air Materiel Command and chiefs of buying divisions, Hq AMC. AMA and 
depot commanders, as well as chiefs of buying divisions, Hq AMC, will submit 
cases by letter or memorandum wherein a price differential appears justified, 
with adequate substantiation, to the Deputy Director/Mobilization Planning 
(MCPG), Hq AMC, after evaluation of contractors’ proposals but before prepara- 
tion of the contract(s). The Deputy Director/Mcobilization Planning will review 
cases submitted and prepare in coordination with the Chief, Industrial Resources 
Division, Hq AMC, a fully substantiated determination as to the requirement 
for a particular source or additional sources, including consideration of any 
price differential incident thereto, and submit such determination to the Deputy 
Director/Procurement, Hq AMC, for approval action regardless of dollar amount 
involved. In taking such approval action, consideration will be given to the 
size of the price differential involved. In the absence of the Deputy Director/ 
Procurement, Hq AMC, determinations by the Deputy Director/Mobilization 
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Planning will be referred to the Deputy Director or Director, Procurement and 
Production, Hq AMC, for approval action. Action will be accomplished by the 
approving authority indicating approval or disapproval and affixing his signature 
on the memorandum of determination prepared by the Deputy Director/ Mobiliza- 
tion Planning (MCPG), Hq AMC, and return of the file to MCPG. Reasons 
for disapproval will be furnished in writing to the Deputy Director/ Mobilization 
Planning. Approved or disapproved determinations will be made a part of the 
official contract file.”’ 

2. Amendment to AFPI 53-101. Pending a printed page revision, AFPI 
53-101 is amended as follows: 


*'53-101 MAINTENANCE OF THE MOBILIZATION BASE 


**53-101.1 Applicability of Paragraph. The provisions of this paragraph are 
applicable to the Directorate of Procurement and Production, Hq AMC, and to 
AMC field procurement activities in the placement of development and/or 
production contracts. 

“*53-101.2 Policy. The policy is to establish and maintain a production 
structure capable of orderly and rapid acceleration to mobilization production 
rates of AF equipment. This will be accomplished by 

“‘(a) Integration of current procurement programs with planned mobilization 
sources. 

““(b) Retention of qualified production source including critical subcontractors 

““(¢) Planned orderly retention of industrial facilities becoming idle due to 
completion and/or phase out of current procurement contracts. 

**53-101.3 General. 

‘“‘(a) Buying divisions will integrate current procurement with the planned 
industrial mobilization producers to the greatest possible extent with the objective 
of supporting the mobilization base within the authorities and funds available. 

“(b) Data assembled on essential mobilization suppliers by the Industrial 
Resources Division, Directorate of Procurement and Production, Hq AMC, will 
be used in planning current procurement. The policy of using contractors and 
facilities essential to the mobilization base is considered to be in the best interest 
of the Government. Suppliers that are deemed to be part of the mobilization 
base normally will be invited to participate in appropriate current procurement. 

“‘(e) In accomplishing (a) and (b) above every effort will be made, as capacity 
of planned producers becomes idle through reduction of existing programs, to 
utilize them by such means as subcontractors or for maintenance or modification 
of the same or related end items where practicable. 

“(d) Upon expiration of current procurement contracts in a facility, action 
will be taken to provide for the storage of Government-owned facilities in one of 
the following manners, in the order of preference listed: 

(1) Negotiate for the retention of machinery and equipment in place, preserved 
and maintained in a state of constant readiness. 

(2) Remove idle machinery and equipment, store in minimum area on-site or 
adjacent to point of last use, preserve, and maintain. 

(3) Remove idle machinery and equipment to central Government warehouses 
-armarked for a specific contractor, preserve and maintain. 

“(e) Provide for periodic examination of industrial equipment and other facility 
requirements in line with changing mobilization production requirements and make 
necessary adjustments in the quantitative and qualitative industrial equipment 
to be retained. 

“(f) When procurement of any item is to be made by formal advertising, the 
contract may be placed without regard to schedules developed under Industrial 
Mobilization Planning. However, inclusion of planned firms in bidders’ list is 
mandatory for planned items. 

‘““(g) When any contract, regardless of duration, is placed in a facility for which 
production planning has been initiated, the Armed Services Procurement Planning 
Officer (ASPPO) will be informed and will, in turn, keep all affected claimant 
agencies informed so that they may take, or in the event of an M-Day be prepared 
to take, appropriate action. He will also notify them when, in his opinion, 
current procurement is of such nature or volume as to require a revision of 
mobilization production schedules. 

“(h) For planned items, a production allocation will be requested or a revision 
to an existing allocation will be initiated as appropriate, in the following circum- 
stances: 

“(1) When contracts are placed with facilities not operated by a planned 
producer. 
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“(2) When contracts are placed with facilities previously scheduled for other 
items. 

““(3) Where contracts are placed with a planned producer but the rate of pro- 
duction substantially exceeds the planned rate of production. 

(i) New negotiated procurements of:planned items will not be placed until a 
review of the industrial structure has been made and a plan for conformance to 
the objectives of AF PI 53-101 have been established. 

““(j) At the time procurements are negotiated, prime contractors will be en- 
couraged to employ broad subcontract structures, including the utilization of 
small-business concerns, to the greatest practicable extent, consistent with the 
efficient performance of the contract. Further, primes will be discouraged from 
entering the field of production of GFA and CF® type of items, which in them- 
selves are foreign to the character of production normally accomplished in the 
prime contractor’s plant. 

“(k) Actions taken pursuant to maintenance of the mobilization base in accord- 
ance with the policies and procedures set forth herein will be reported in accordance 
with the instructions to be contained in AFPI Section LVII, Part 2¢ 

“53-101.4 Definitions. 

“(a) Planned Item. All AF: procured items on the Department of Defense 
Preferential Planning List and all items on the AF Departmental List. 

“(b) Planned Producer. A producer who has accepted or will accept a Tenta- 
tive Schedule of Production (DD Form 406). 

“(e) Tentative Mobilization Production Schedule. DD Form 406 or other 
document setting forth a tentative mobilization delivery schedule for a manu- 
facturer beginning with M-Day and continuing for 3 years thereafter. 

‘“(d) Allocation. Tentative assignment of manufacturing capacity to a mili- 
tary department for utilization in the event of mobilization. 

“(e) Subcontractor. A subcontractor, for purposes of the intent of AFPI 53- 
101, is a producer making parts and/or assemblies to the prime contractor’s draw- 
ings and bearing the prime part numbers, the production of which entails sufficient 
manufacturing difficulty or application of extensive direct man-hours which, in 
the prime contractor’s judgment, may be limiting to continuity and/or expansibility 
of production. 

“(f) Department of Defense Preferential Planning List. A list of end items 
for which mobilization production planning with industry under the Production 
Allocation Program is deemed to be most urgently needed. 

“(g) Air Force Departmental List. A list used internally by the USAF which 
identifies known critical GFA and CFE components of those end items listed in 
the DOD Preferertial Planning List and includes ground support and personnel 
equipment. 

“(h) MCP Form 190. Authority for initiation of procurement. 

“(ij) Geographic Dispersal. Adequate geographic dispersal is defined as the 
location of a facility: 

**(1) 10 miles or more from a densely populated area of 120,000 or more. 

(2) 10 miles or more from a highly industrialized area. 

(3) 10 miles or more from a major military installation. 

“*(j) Mobilization Base. Is that minimum industrial structure which is neces- 
sary to meet phased requirements for a period not to exceed that required to bring 
new or converted private facilities into production after M—Day. 

““(k) Industrial Facilities. That property required for the production of military 
end items or components, and for test, research and development, and services in 
support of production, including buildings, structures, and improvements, related 
machine tools and other production equipment. 

**53-101.5 Criteria. 

““(1) Standby Reserve. Is that portion of capital equipment surplus to current 
production requirements which has been identified as being necessary to support 
the minimum base. 

‘‘(a) The Air Foree will select, for its mobilization base, those facilities which 
produce or are capable of producing critically important weapon systems, com- 
ponents thereof and/or supporting equipment which meet one or more of the fol- 
lowing criteria: 

‘““(1) Items requiring a long lead time or long manufacturing cycle. 

‘““(2) Items not currently in production or which are required in quantities far 
in excess of peacetime production. 

(3) Items requiring the conversion of an industry or number of plants within 
an industry. 

‘““(4) Items requiring materials or manufacturing processes essentially different 
from those in current use. 
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(5) Items for which industry does not have production experience 

‘(b) Each proposed procurement of planned items will be reviewed by MCPB 
or appropriate AMA industrial planning section, at supervisory level, to assure 
consideration of the following factors: 

(1) Maintaining multiple sources of supply. 

““(2) Geographic dispersal. 

(3) Avoidance of undue concentration of contracts in a few leading suppliers 

(4) Multiple awards. 

(5) Preservation of essential skilled labor forces 

(6) Utilization of existing open industrial capacity 

(7) Preservation of essential management organization and ‘know-how 

(8) Maximum subcontracting. 

‘““(9) Any other factors relevant to maintaining a sound mobilization base, 
including the utilization of small-business concerns to the maximum extent 
practicable. 

“In this connection comparative price experience will be utilized to negotiate 
the best possible price for the Government. The authority for approving price 
differentials to attain the objectives of the policies stated herein is delegated to 
the Director and Deputy Director of Procurement and Production, Hq AMC, 
and to the Deputy Director/Procurement, Hq AMC, who have such authority 
under AFPI 3-1004. 

**53-101.6 Responsibilities and Procedures. 

‘“‘(a) Industrial Resources Division (MCPB), Directorate of Procurement and 
Production, Hq AMC, will: 

“(1) Exercise administrative supervision and monitor the Industrial Mobiliza- 
tion Program. 

‘(2) Coordinate operations required to accomplish the Industrial Mobilization 
Program. 

**(3) Furnish planned sources to buying divisions, Hq AMC, and AMC field 
procurement activities for incorporation into the procurement sources system. 
This will be accomplished as often as necessary to maintain in the procurement 
sources system an up-to-date listing of planned sources (reference AF PI 2-204 
The information will compiled and supplied by property class as follows: 

“(A) Alphabetical list of planned items reflecting planned producers. 

**(B) Alphabetical list of planned producers reflecting planned items. 

(4) Furnish the buyers of Hq AMC, AMA’s and AF depots, as appropriate, 
one copy of MCP Form 6, ‘Commodity (Item) Control Record,’ indicating for 
each planned item the total mobilization requirement, the mobilization production 
phasing, and the mobilization source pattern. Keep all recipients currently in- 
formed of changes in mobilization production phasing and source pattern. 

““(5) Maintain maximum cooperation and coordination with buying divisions 
and AMC field procurement activities in preparation of all Mobilization Planning 
Schedules. 

(6) Upon receipt of AMC Form 350, ‘Clearance to Award Contract,’ request 
a production allocation or initiate a revision to an existing allocation, whichever 
is appropriate, in accordance with AFPI 53-101.3 (h 

(7) Review the location of the proposed contractor and provide a statement 
as to whether the facility is considered adequately dispersed. 

(8) Review and evaluate sources for prime contracts and subcontract struc- 
tures for conformance to the policies'and procedures embodied in AFPI 53-101. 
This will be accomplished as follows: 

“(A) Upon receipt of Procurement Directive and/or MCP Form 190 
‘Authority for Initiation of Procurement,’ furnish the buyer with a list of 
recommended sources. 

“(B) Upon receipt of AMC Form 350, ‘Clearance to Award Contract,’ 
review the contractor’s proposed subcontract structure for conformance with 
the mobilization base policy established herein. If necessary, negotiations 
will be accomplished with the proposed contractor in order to establish a 
subcontract structi!re conforming to the greatest practical extent with the 
Mobilization Base Policy. The established subcontract structure will be 
furnished to the buyer when returning AMC Form 350. 

“(b) Buying Divisions, Hq AMC, AF Depots, and AMA’s will: 

“(1) Maintain, for information purposes, a current file of MCP Forms 6 
supplied by MCPBI, Hq AMC. This will be maintained by the individual buyer 
responsible for the procurement of the particular item. 

“(2) Maintain maximum cooperation and coordination with MCPBI on all 
procurement action for planned items by: 
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“(A) Being available for consultation on placement of procurement and 
source selection. 

“(B) Notification of technological changes that cause impact on pro- 
duction structure. 

“(C) Furnishing information when proposed procurement is not in con- 
sonance with present production structure. 

“(D) Assisting in the analysis of production capability to determine 
current capacities available. 

“(E) Furnishing information on production difficulties and late deliveries 
by the contractor which may result in review of production techniques and 
possible item redesign. 

“(3) Immediately upon receipt of Procurement Directive and/or MCP Form 
190, ‘Authority for Initiation of Procurement,’ furnish one copy to MCPB, or 
industrial planning activity in the appropriate AMA’s, together with buyer’s list 
of recommended sources and any other information considered pertinent, and 
request their recommendation for sources to be solicited. 

“(4) Solicit quotations from all appropriate planned producers of a planned 

item when procurement of that item is to be by negotiation. The quotations 
will be evaluated on the basis of normal business considerations, giving proper 
weight to such factors as price, quality, delivery, etc., as prescribed in the ASPR. 
The extent to which production allocation planning has progressed and the 
investment by the Government and the firm in such planning will be factors for 
consideration. 
(5) Issue Request for Proposals which will contain the following provisions: 
“ “SUBCONTRACTING STRUCTURE. The materiel being procured is a planned 
item under the Mobilization Base Policy, which policy is designed to maintain a 
proper industrial base in the aeronautical production industry in order to provide 
for rapid expansion in the event of mobilization. It is the desire of the Depart- 
ment of the Air Force that subcontracting, including the maximum utilization 
of small business, be accomplished to the fullest extent consistent with the efficient 
performance of the contract, therefore, it is requested that your proposal include 
the following: 

“ “(j) Proposed subcontract structure listing the parts or assemblies and the 
name and location of the proposed subcontractor. For this purpose a sub- 
contractor is a producer making parts and or assemblies to the prime con- 
tractor’s drawings and bearing the prime part numbers, the production of 
which entails sufficient manufacturing difficulty or application of extensive 
direct man-hours which, in the prime contractor’s judgment, may be limiting 
to continuity and/or expansibility of production. 

‘“*Gi) Name and telephone number of the company official authorized 
to negotiate changes in the proposed subcontract structure . 

“ *(iii) Percentage of subcontracting by effort (direct man-hour expendi- 

ture) under the foregoing definition and the percentage of all other antici- 

pated subcontracting not covered by the foregoing definition but excluding 
vendor and supplier items.’ 

“‘Note.— Buyers will not consider proposals (quotations) complete until the 
above required information has been obtained. 

(6) Prepare and forward, as set forth in (A), (B), and (C) below, AMC 
Form 350 for each contract (including supplements and amendments for planned 
items). Electrically transmitted message may be used in lieu of AMC Form 350 
to expedite clearance. The AMC Form 350 or electrically transmitted message 
will be forwarded after the purchase request has been assigned a contract number, 
but before the contract has been written. (This action does not preclude the 
writing of the contract while clearance is being obtained.) The exact delivery 
schedule expected to be placed in the contract will be reflected on the form, 
together with the contractors’ percentage of subcontracting contemplated. This 
form will be supported by the information obtained under 53-101.6 (c) (2). Ifa 
price differential is involved, approval will be obtained as outlined in AF PI 3—1004 
by the Industrial Resources Division, Hq AMC, or its counterpart at AMA’s. 

“(A) Buying divisions, Hq AMC, will prepare and forward three copies of 
the AMC Form 350, ‘Clearance to Award Contract,’ to MCPBI. 

“(B) Procurement division, AF depots, will prepare and forward three 
copies of AMC Form 350 to the industrial planning section in the AMA 
where the facility on which the clearance is being requested is geographically 
located. 

“(C) Procurement division, AMA’s, will prepare and forward three copies 
of AMC Form 350 to the industrial planning section within the AMA. 
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“(7) Upon return of AMC Form 350, together with the established subcontract 
structure, the buyer will include the following clause in the contract 

‘* “MAINTENANCE OF MOBILIZATION BASE POLICY. The materiel being procured 
under the Contract is a planned item under the Mobilization Base Policy, which 
policy is designed to maintain a proper industrial base in order to provide for 
rapid expansion in the event of mobilization. It is the desire of the Department 
of the Air Force that the subcontract structure established during the negotiation 
of this contract be maintained to the greatest practical extent. The contractor 
shall inform the administrative contracting officer of any proposed deviation 
therefrom. In the event the contractor deems it advisable to withdraw work 
from an established subcontractor during the production program, advance notifi- 
cation shall be given to the administrative contracting officer, together with 
complete information as to the basis for the withdrawal.’ 

“*(8) Attach, as part of the file to be submitted to the procurement committee 
or appropriate approving authority, the original copy of AMC Form 350 granting 
a clearance for the award. The procurement committee or appropriate approvil 
authority at Hq AMC, AF depots, or AMA’s will not approve an award unless 
AMC Form 350 is attached and properly authenticated by either MCPBI or 
industrial planning activity of AMA’s. The responsible director of procurement 
and production may approve deviation from the provisions of this paragraph on 
individual contracts for emergency procurement or expedited procurement of 
expiring funds. This does not authorize deviation from provisions of paragraph 
(6) above. The AMC Form 350 will be prepared and after approval, will become 
part of the permarent contract file. 

‘*(9) Furnish the established subcontract structure to the AMA having con 
tract administration responsibility for the prime contract, concurrent with initial 
distribution of the contract. This information will be immediately furnished by 
the AMA to the administrative contracting officer 

‘“‘(c) Support Division, Hq AMC, AMA’s and AF depots will: 

“(1) Enter and maintain data on planned producers in the procurement sources 
system in accordance with AFPI 53-101.2 (ec). 

‘“*(2) Upon a contracting officer’s request for sources list for a procurement of 
planned items, assure that all appropriate planned sources are included in the list 
furnished. 

“‘(d) Industrial planning activity, AMA’s will: 

(1) Maintain, on all contractor facilities where assigned Armed Services 
Procurement Planning Officer (ASPPO), an up-to-date record of current pro- 
curement and mobilization-planning information 

‘“(2) When the Air Force is the ASPPO, notify all affected claimant agencies 
of AF contract placement as required by AF PI 53-101.3 (h 

(3) Receive AMC Form 350 from AF depots and procurement division of the 
AMA’s and obtain clearance as required by AFPI 53-101.3 (h). Formal notifi- 
cation of each clearance will be furnished the appropriate requesting agency by 
utilization of AMC Form 350. After clearance is granted, one copy of AMC 
Form 350 will be furnished MCPBI, Hq AMC. 

(4) When dispersal data are not available at the AMA to complete AMC 
Form 350, request the information on a one-time basis from MCPBI, Hq AMC 

‘“‘(e) The administrative contracting officer (pursuant to paragraph (b) (6) 
above), upon receipt of established subcontract structure, will consider such 
structures in the approval of subcontracts. The administrative contracting offi- 
cer will keep the Hq AMC buyer and Industrial Resources Division, Hq AMC, 
informed as to any deviations or withdrawals by the contractor from the estab- 
lished subcontract structures. 

“(f) In providing for orderly and planned retention of idle resources MCPB 
will: 

‘‘(1) Determine the need for packaging or storing of industrial facilities on-site 
or off-site in accordance with the criteria set forth in 53-101.5 and as required 
to support a minimum mobilization base 

**(2) Request funds from the buyer to accomplish preparation of storage as 
determination indicates need for storing of special tooling. 

‘“*(3) Negotiate with contractor and accomplish contractual coverage, should 
determination of need for storirfg of facilities make this action appropriate. Re- 
view periodically the need for retention of storage programs utilizing criteria ex- 
pressed herein. At such time as MCPB determines that storage is no longer 
required to support minimum mobilization base action will be taken to terminate 
and/or complete contracts involved and will assure that facilities involved are 
made available to the General Industrial Reserve, or if obsolescence is apparent 
will take necessary action to dispose of facilities under applicable regulations. 
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Special tooling determined to be surplus to mobilization base will be referred to 
Readjustment Division, Hq AMC, for appropriate disposition. 

“‘(g) In providing for orderly and planned retention of idle resources buying 
division, Hq AMC, AF depots and AMA’s will: 

“(1) Maintain maximum coordination and cooperation with MCPB in making 
determinations of need for storage. 

(2) Apprize MCPB of any major changes in the respective current procure- 
ment programs in order that MCPB can make necessary adjustment in its mobili- 
zation planning. 

“*53-101.7 Supply of Forms. AMC Form 350, ‘Clearance to Award Contract,’ 
will be requisitioned through normal supply channels.” 

3. Rescissions. The following are hereby rescinded: 

AFPI 70-324, as amended by AFPI 70—-324A, except paragraphs 4 and 11 
thereof; AF PC 19, 1954, paragraph 2 only; and AFPC 21, 1954, paragraph 4 only. 
AFPC 19, 1954, paragraph 1 is amended accordingly. 

By order of the Secretary of the Air Force: 

N. F. Twininoc, 
Chief of Staff, United States Air Force. 
Official: 

Kk. W. RAwLinGs, 

General, USAF, 

Commander, Air Materiel Command. 
Distribution: Recipients of ASPR. 


APPENDIX 8 


(Telegram ] 


, DECEMBER 9, 1954. 
Hon. CHARLES E, WILSON, 


The Secretary of Defense, 
The Pentagon, Washington, D. C.: 


As chairman of Senate Small Business Committee, I am vitally concerned 
about possible ramifications of Department of Defense Directive 3005 point 3, 
dated December 7, 1954, relating to maintenance of mobilization base. All agree 
that national defense demands healthy economy and as broad an industrial base 
as possible. But cited directive seems to establish a preferential list of approved 
firms who will receive bulk of defense contracts with no competition allowed from 
firms not on select list. Small business firms have always represented a mobile 
and potent productive force in times of emergency. Therefore, I feel it unwise 
to preclude them from mobilization production or planning at any stage. Para- 
graph 2 of section 2 of cited directive tells of importance of “‘essential mobilization 
suppliers.’”’ How were these firms chosen? Was the Small Business Administra- 
tion consulted in the preparation of lists of essential suppliers as provided under 
section 211 of Small Business Act of 1953? How can smaller firms become essen- 
tial mobilization suppliers? Senate Small Business Committee also disturbed 
by provision of directive which calls for exclusive use of negotiated contracts 
under sections 2 (ce) (1) and 16 of the Armed Services Procurement Act and im- 
plies end of price competition on military contracts. How will this directive 
affect the Defense Department-Small Business Administration joint determina- 
tion program which was authorized by Congress under Small Business Act of 
1953? How will the new policy affect small business programs of the military 
departments? To what percentage of defense contracts, by number and by dollar 
value, will the new policy apply? On behalf of Senate Small Business Committee, 
I thank you for your attention to these matters. 

Sincerely, 
Epwarp J. Tuy8, Chairman. 


APPENDIX 9 


ASSISTANT SECRETARY OF DEFENSE, 
SUPPLY AND LOGISTICS, 
Washington 25, D. C., January 8, 1955. 
Hon. Epwarp J. TuHys, 


United States Senate. 
Dear SENATOR TuyeE: Your telegram of December 9, 1954, to Secretary of 
Defense Wilson, voicing your concern about possible ramifications of Department 
of Defense Directive 3005.3, has been referred to me for consideration and reply. 
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In your telegram you observe that the ‘‘cited directive seems to establis! 
preferential list of approved firms who will receive the bulk of defense business 
with no competition allowed from firms not on the select list 

I can reassure you fully on this point. The preferential planning list referred 
to in the directive is a list of items, not of suppliers. The list is established by 
Department of Defense Directive 4005.6. It is a list of approximately 1,000 
critical defense end items, mostly complex and expensive ones, with respect to 
which mobilization planning is considered to be of special importance to the na 
tional defense. 

The effect of the subject directive is to emphasize certain criteria in the procure 
ment of items on this list which will assure the maintenance of the mobilizatior 
base for these items. The directive will not operat to limit procureme! t of these 
items to a few ‘‘selected”’ suppliers, to reduce competition nor to exclude small 
business from participation. On the contrary, to the extent required by the eri 
teria, the directive will operate to spread the procurement over multiple dispersed 
sources. 

In general, the items on the preferential nee list are large, complicated and 
expensive weapons and other items beyond the capacity of small firms to produces 
Since the application of the subject directive is _— to items on this list, its 
possible impact on the small-business community is proportionally limited. In 
the case of items on the list which are in the small- basin ess potential, however, the 
interests of small-business suppliers of such items will be protected by Defense 
policies on behalf of small business in the same manner as for items not on the list 

In reply to your question as to how “essential mobilization suppliers’ are 
“chosen,’”’ successful competitors for the supply of essential items who have 
supplied satisfactorily items considered critical or who may do so in the future 
and whose availability as a source of supply in the event of mobilization is con- 
sidered essential are or will be regarded as ‘‘essential suppliers.’’ Small firms 
equally with large firms may establish themselves as in this category by the 
successful production of critical items. 

With respect to the question about consultation with the Small Business 
Administration as provided by section 211 of the Small Business Act of 1953, 
since the preferential planning list is, as previously mentioned, a classified list 
of items (and not of “essential suppliers’), for the production of which items all 
suppliers with the capacity to supply them are eligible, the answer is naturally in 
the negative. 

In your telegram you state that you are also disturbed by the provision of the 
directive which calls for exclusive use of negotiated contracts and implies the end 
of price competition on military contracts. 

It is certainly a matter of serious concern to us if members of your committee 
are inclined to suppose that the negotiation of military procurement in anyway 
implies an absence of price competition. It is the clear policy of the Depart- 
ment of Defense, as stated in the Armed Services Procurement Regulation 1—302.2, 
that—“‘Irrespective of whether the procurement of supplies or services from sources 
outside the Government is to be effected by formal advertising or by negotiation, 
competitive proposals (‘bids’ in the case of procurement by formal advertising, 
‘quotations’ in the case of procurement by negotiation) shall be solicited from all 
such qualified sources of supplies or services as are deemed necessary by the 
contracting officer to assure such full and free competition as is consistent with 
the procurement of types of supplies and services necessary to meet the require- 
ments of the department concerned, and thereby to obtain for the Government 
the most advantageous contract—price, quality, and other factors considered.”’ 

To further allay your concern in this connection it is appropriate to add that 
items such as those on the preferential planning list have been largely procured 
by negotiation under prior existing policy and that this directive does not represent 
a change of policy likely to increase procurement by negotiation to any important 
degree. Still further [ may mention again in this connection that the subject 
directive relates only to items on the preferential planning list and has no bearing 
on the procurement of items not on the list, or to components of the items which 
are on the list. These are the areas of extensive participation by small concerns. 

Your telegram inquires how the directive will affect the joint determination 
program and the small-business programs of the Department of Defense. For 
the reasons set forth above, it is believed that the directive will have little effec 
and certainly no adverse effect, on these programs. 

With respect to the percentage of defense contracts to which the new policy 
will apply, it is estimated that the items on the preferential planning list involve 
approximately 70 to 75 percent of defense dollar expenditures, but only 5 to 10 
percent of the number of procurement contracts. 
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In summary, it appears that the concern about the implications of the directive 
derive largely from the mistaken assumption that the list referred to in the 
directive is a list of suppliers rather than of items, and from the further apparent 
assumption that the application of the directive is across the board rather than 
limited to this list. It is my view that this directive will not operate to the detri- 
ment of the small-business community. I trust that after a consideration of 
these comments the members of your committee will share this view. 

Please be assured of my continued active interest in the welfare of small business. 

Sincerely, 
Sudo 2 IER, 


APPENDIX 10 


UNITED STATES SENATE, 
SeLEcT COMMITTEE ON SMALL BUSINESS, 
January 17, 1955. 
Hon. T. P. Pike, 
Assistant Secretary of Defense, 
Washington 25, D. C. 

Dear Mr. Secretary: This will acknowledge receipt of your letter of January 
8, which was written in answer to my telegram of December 9, 1954, addressed 
to Secretary of Defense Charles E. Wilson. This correspondence has been con- 
cerned with the Defense Department Directive No. 3005.3 issued December 7 
on the maintenance of the mobilization base. 

At the outset, let me assure you that I do not now, nor have I, operated on the 
assumption that the Defense Department issued that directive with any intention 
of slighting the interests of small business. Furthermore. I well realize that the 
directive can be used either to assist or to hinder small business according to the 
manner in which it is administered. 

On the other hand, I do wish to point out some of the possible ramifications 
of the directive which occurred to me in my capacity as chairman of the Senate 
Small Business Committee: 

(1) Your letter states that the directive refers to ‘“‘a list of items, not of sup- 
pliers.” I call your attention to sections I and II of the directive, which speak 
of the ‘‘mobilization base,’’ which can refer only to suppliers, not to items. More 
particularly I point out that part 2 of section II reads as follows: ‘‘Data assembled 
on essential mobilization suppliers by the industrial mobilization planning of 
these agencies shall be used in planning current procurement.” This sentence 
clearly states that firms deemed “essential”? by your planners shall receive the 
great bulk of current procurement. 

(2) Your letter states that small firms may establish themselves as “essential 
suppliers’’ by the “‘successful production of critical items.’’ But, how can such 
firms produce those items under directive No. 3005.3, which says that those already 
deemed essential suppliers will receive current procurements? This could result 
in the endless chain in which the small-business man could not find an open link. 

(3) Your letter states that the Small Business Administration was not con- 
sulted in the formulation or issuance of this directive because it concerned a classi- 
fied list of items. Two questions are raised by your reply: Why is not the SBA 
cleared to work with another executive agency on a matter of such importance to 
the Nation? If it is determined that the Administrator of the Small Business 
Administration should not be allowed to see such a listing, why can the Defense 
Department not work with him on the broad impact of this directive (which is 
not classified) without reference to the ‘‘classified list of items’’? 

(4) Your letter states that ‘‘the subject directive relates only to items on the 
preferential planning list and has no bearing on the procurement of items not on 
the list, or to components of the items which are on the list.’’ [The italics are mine.} 
In the first place, it may be misleading to use the word ‘‘only’’ when we are refer- 
ring to 70 percent to 75 percent of all defense expenditures by your estimate. 
Secondly, the armed services, particularly the Air Force, have now adopted the 
so-called weapons-component system of procurement by which the prime con- 
tractor receives a contract to supply a fully equipped item and, thus, assumes 
the responsibility himself for obtaining the components which have previously 
been procured by public officials. Thus, the possibility of receiving contracts for 
“components of the items which are on the list’ also may seem rather forlorn to 
the smaller firms which would like to participate in supplying the armed services. 

(5) Your letter states that “negotiation of military procurement in [no] way 
implies an absence of price competition.’’ The General Accounting Office has 
taken the position in hearings before our committee that the advertised procure- 
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ment method, in cases where advertising is possible, guarantees the best price to 
the Government and the best opportunity for small firms. Specifically, I note 
that the last sentence of section III of the directive says ‘comparative price experi- 
ence shall be utilized to negotiate the best possible price for the Government.”’ 
Where there are numerous bidders on a contract, the bidding itself will almost 
always bring the best price, but only in the case where the number of bidders is 
limited is there need to resort to the record books to determine what price had 
been paid in the past for that item. 

(6) The subject directive states that the military departments will report actions 
taken under the directive every 90 days to vour office. | hope that you will take 
steps to guarantee that such reports are forthcoming and that you will be able to 
review them on a case-by-case basis. 

In closing, let me assure you that this committee and I, personally, recognize 
that we must have our industrial machine in instant readiness to meet any emer- 
gency. We will cooperate in that effort in every way. I am not criticizing; | am 
merely seeking assurances that a most important part of our industrial strength 
and our economic well-being is fully protected. Smali-business firms do not 
have representatives in Washington and in every procurement center. The 
Senate Small Business Committee and its counterparts in the House of Repre- 
sentatives and in the executive branch of the Government are charged with the 
responsibility of making certain that the interests and the productive abilities 
and capacities of these small companies are never underestimated or overlooked. 

With best wishes, 

Sincerely, 
Epwarp J. Ture, Chairman 


APPENDIX 1] 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
SupPLyY AND LOGISTICs, 
Washington 25, D. C., January 28, 1954 
Hon. Epwarp J. Ture, 
United States Senate. 


Dear Senator TuyeE: Your letter of January 17, 1955, in further reference 
to Department of Defense Directive 3005.3 has been received. I see that our 
letter of January 8 left a number of points insufficiently clarified, and I would 
like to comment further on the points you have raised using the same numbers 
to designate them as were used in your letter: 

(1) I agree with you that the language of this directive is susceptible of differ- 
ing interpretations. This is due in part to the fact that paragraphs | and 2 of 
section II are quotations of general policy excerpted from DMO VII-7 of the 
Office of Defense Mobilization. The Department of Defense, as you know, is 
bound by this policy although not the author of it. 

As you suggest, the broad language under section I (purpose) and section II 
(policy) about the mobilization base suggests that the directive may be taken 
to be broad in its application. Section III, however, says that the ‘‘action’’ 
required is a review of ‘‘proposed procurement of items contained in the Depart- 
ment of Defense preferential planning list.’’ This is understood to mean that the 
directive is limited in application to items on this particular list. This inter- 
pretation has now been confirmed as the correct understanding of the impact 
of the directive. You may recall that there was some delay in answering your 
telegram. This delay was caused by our wish to fully clarify the application of 
the directive in our own minds before drafting our reply to you. 

Since the preferential planning list is a list of less than 1,000 items, most of 
which are highly complex and expensive weapons and which, because of their 
complexity and cost, have never been supplied by small firms, and further be- 
cause the application of the Directive is now clearly understood as being limited 
to this list, we feel no hesitancy in saying that the implementation of this directive 
is most unlikely to have any unfavorable impact on procurement from small 
business concerns. The effect which it has, if any, will be small and it will be 
incidental to the objective of maintaining the mobilization base of sources of 
critical items. 

(2) ‘‘Essential Suppliers,’ as the term is used in section II, paragraph 2, refers 
to firms which are known to be competent to supply critical items in an emergency 
and with which mobilization planning is in effect. Mobilization planning for 
critical items is continuing and firms which have the capability will find the mili- 
tary departments interested in accomplishing such planning. Small firms with 
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the requisite capacity may plan for mobilization production as well as large 
firms. We believe it is common prudence that planned mobilization sources be 
invited to participate, i. e., compete for current procurement. As previously 
pointed out, however, there are few potential suppliers among small firms for 
items on the preferential planning list. 

(3) The fact that the Small Business Administration was not consulted in the 
preparation of this directive was not related to the fact that the preferential 
planning list is classified material. The term “classified’’ could have been 
omitted from our letter of January 8 in this connection without affecting the 
sense. For reasons set forth in paragraph (1) above, this directive is not regarded 
as one having significant impact on small business concerns. It is, therefore, not 
considered to be an action on which it would be appropriate, necessary or desirable 
to seek the consultation of the Small Business Administration. This directive is 
not a matter of small business policy, but rather a matter of general military 
procurement policy. I recognize that there is a very broad sense in which every 
military action that affects business to some degree affects small business |directly 
or indirectly. All procurement is in this category. By this test no action of the 
military departments in the area of supply and logistics would be proper without 
the prior advice of the Small Business Administration. Such an interpretation 
would be extreme and we do not believe it to be the sense of the law, nor would it 
be a practical procedure consistent with military responsibilities. 

(4) We did not intend to imply by the use of the word “only” that the volume 
of purchases affected by this directive measured in terms of dollars was unim- 
portant. It is, as you point out, very large. We intended to emphazise that 
the end items on the list (and such components as are on the list) are, almost 
without exception, not within the small business potential and hence the applica- 
tion of the directive will have very little impact on small business. 

(5) We did not intend to imply that there is a broad and intense competition 
in negotiated procurements as in advertised procurements, but merely to empha- 
size that the fact that a procurement is accomplished by negotiation should not 
be taken as meaning that there was an absence of price competition. The pro- 
curement officer is directed by policy to secure a maximum of competition in 
such procurements insofar as the limiting circumstances permit him to do so. 
In the extreme case of procurement from a sole source competition is precluded. 

(6) The steps to provide for an adequate report have already been taken. 
They are set forth in Department of Defense Instruction 3005.4, a copy of which 
is enclosed for your information. 

I am conscious of the very proper concern that you, as chairman of the Senate 
Small Business Committee, feel for the importance of giving an equitable com- 
petitive opportunity to small business concerns. The assurance of such an 
opportunity is presently provided for by a number of Department of Defense 
policy statements, including Department of Defense Directive No. 4100.10, 
“Small Business Policy,’”’ a copy of which is enclosed. This directive explicitly 
provides for an equitable competitive opportunity to small concerns in securing 
contracts as prime contractors for items in the small business potential. With 
respect to subcontracting, the interests of small firms are currently protected by 
contract clauses requiring prime contractors to subcontract to small business to 
the maximum extent possible consistent with the efficient performance of the 
contract (Armed Services Procurement Regulation 7—-104.14). The interests of 
small business firms as mobilization sources are provided for in section V, sub- 
section E, of the Department of Defense Directive 4100.10 (enclosed herewith). 
We do not believe that the Department of Defense Directive 3005.3 detracts 
from or conflicts with the policies (on behalf of small business) set forth in Depart- 
ment of Defense Directive 4100.10 and Armed Services Procurement Regulations 
7—104.14. 

The understanding point of view expressed in your closing paragraph is especially 
appreciated. As you correctly say, we in Defense have an overriding responsi- 
bility to consider the national defense above other considerations. Subject to 
these responsibilities we are aggressive in our efforts to assure a consistently 
equitable opportunity to the small firms of the Nation. We do not believe that 
you need to feel any concern that these interests have in any way been neglected 
in the present instance. 

We congratulate you on your constant interest in the welfare of the small 
concerns of the country and assure you of our continued desire to be of service, 

Sincerely, 
R. C. Lanpurer, Jr., 
Deputy Assistant Secretary of Defense (Supply and Loaistica). 
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